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--- On commencing at 9:00 a.m. 


THE CHAIRMAN: Order, please. Will the 
secretary please read the Order in Council. 

THE SECRETARY: The Committee of the Privy 
Council have had before them a report from The Right 
Honourable John G. Diefenbaker, the Prime Minister, 
stating that it is in the national interest that a com- 
prehensive and careful inquiry be made with all reason- 
able despatch into problems relating to railway trans- 
portion in Canada and the possibility of removing or 
alleviating inequities in the freight rates structure. 

The Committee, therefore, on the recommen- 
dation of the Prime Minister, advise that 

Herbert Anscomb, Victoria 

Archibald . Balch, Ottawa 

Rene Gobeil, Quebec 

M.A. MacPherson, “Sr., Regina 

Howard Mann, Moncton 

Honourable Charles P. McTague, Toronto 

Arnold Platt, Lethbridge 
be appointed Commissioners under Part I of The Inquiries 
Act to inquire into and report upon the problems relating 
to railway transportation in Canada and the causes there- 
of, and to recommend asiattons thereto, and in particular 
without restricting the generality of the foregoing, the, 
Commission shall consider and report upon: 

(a) inequities in the freight rate structure, 


their incidence upon the various regions of 
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Canada #nd the legislative and other changes 
that can and should be nade, in furtherance 
of natianal economic policy, to remove or 
alleviate such ReateA lens. 
(b) the obligations and limitations.imposed upon 
railways by law for reasons of public policy, 
and what can and should be done to ensure a 
more equitable distribution of any burden 
which may be found to result therefrom; 
vA) the possibilities of achieving more economi- 
cal and efficient railway transportation; 
(d) whether, and to what extent, the Railway 
Act should specify what assets and earnings 
of railway companies in businesses and in- 
vestments other than railways should be taken 
into account in establishing freight rates; 
and 
(e) such other related matters as the Commis- 
sioners consider pertinent or relevant to 
the specific or general scope of the 
ingui ry. 
The Committee further advise: 
‘a That the scope of this Commission shall 
not extend to the performance of functions 
which under the Railway Act are within the 
exclusive jurisdiction of the Board of 
Transport Commissioners; 
os That the Commissioners be authorized to 


exercise all the powers conferred upon them by 
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1 
5 sectior “lof the Inquiries Act, and be 
4 assisted to the fullest extent by government 
ri departments and agencies; 
5 iia That the Commissioners adopt such procedure 
F and methods as they may from time to time deem 
y expedient for the proper conduct of the inquiry 
. and sit at such times and at such places in 
9 Canada as they may- decide from time.to time; 
0 4, That the Commissioners be authorized to engage 
4 the services of such counsel, staff and 
2 technical advisers as they may require at rates 
13 or remuneration and reimbursement approved by 
the Treasury Boards; 
14 
15 ee That the Commissioners report to the Governor 
16 in Council with all reasonable despatch; and 
rr 6. That the Honourable Charles P. McTague be 
18 Chairman of the Commission. 
Re» ay ete ee 
19 
Clerk of the Privy Council|. 

20 

I also read, sir, from Privy 
21 
3 Council Order 195-1628, dated the 22nd of December 1959. 


The Committee of the Privy Council 
have had before them a report from the Prime 
Minister re that the Honourable Charles 
P. McTague has, by reason of ill health, 
asked to be relieved of the responsibilities 
placed on him as member and chairman of the 
Royal Commission on Transportation to which he 


was appointed by Order in Council P.C. 1959-577 
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of 13tr ‘lay, 1959. 
The Committee accordingly advise that 
Mr. McTague's resignation as a member and 
chairman of the said Commission be accepted 
and that Murdoch Alexander MacPherson, Esquire, 
Q.C., a member of the Commission, be chairman 
thereof, 
R. B. Bryce, 
Clerk of the Privy Council. 
THE CHAIRMAN: We are very glad_to - in 
Port Arthur. We received a very strenuous request to 
come Pet aan ion we could not at first accept because we 
had ruled that we would only go to the capital city of 
each province. otheve have been, following the 
appointment of this Commission, so many requests that 
we had to make that ee However, it varied in the 
Province of British Columbia, because the government of 
that province requested us. to go to Vancouver, and the 
government of Ontario very strongly Peaaastee us to come 
to Port Arthur, and that is why we are here. | We are 
glad to be here today. My Sienraute of Port Arthur 
goes back a great many years. I was mentioning this 
morning while reminiscing that the first occasion_on which 
I was here, which will be familiar perhaps to some of 
the old-timers who are here, was at a convention of 
the Legion, and on that occasion the Human Fly climbed 
what was then known as the Whalen Building. I was 
very young in those days. I didn't Gome here in 1921 


by plane as I did last night, and in the interval, 
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there has been a ~\eat change in transportation. we 


arrived last night at Fort william, which is jointly 


“interested with Port Arhhur in this appearance, and we 


arrived by plane. Since the days that I referred to, 
we have had road transport; we have had airplanes; we 
have pipe-lines; we have seaways, and right across the 
country there is an insistant demand that we must have 
efficient railways. 

Now, ladies and gentlemen, we are just six 
ordinary men. We have a great pride in Canada and a 
great love of Canada, and we will do our best to deal 
with all the problems that come before us, but we feel 
that the transportation world is a joint affair, and that 
sometimes we just do not appreciate the fact that we live 
here in»Canada. 

We would now hear the representations, and, 

Mr. Wardrope, will you go first, please. 

MR. WARDROPE: Mr. Chairman, honourable 
gentlemen of the Royal Commission: on Transportation, 
eee and gentlemenj in the Chairman's opening vanes 
I can vouch for the fact that he is an old friend of the 
Lakehead and certainly a well known visitor to these 
parts. He mentioned years ago the Human Fly episode on 
the Whalen Building, and I might say that said ona Tay he 
has emulated the Human Fly in the facility with which he 
seemed to be able to climb the pinnacle of success in 
various fields in this Dominion: as an outstanding 
legislator; a8 an outstanding legal counsel, and in many 


other ways your Chairman today, ladies and gentlemen, is 
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an outstanding ci’zen of Canada and a great friend of 
this part of the country. For years he was legal 
counsel of the Saskatchewan wheat pool and was a regular 
visitor here year after year. So, we welcome you, sir, 
as an old friend of the Lakehead, in addition to the 
position you are now holding, and also the members of 
your Commission. We are glad to see you here and we 
hope your stay is very happy while you are in oun city. 
You mentioned the Premier of Ontario, and I 
know he is intensely interested in the work eas are 
doing and in the presentations which will be made to you 
today, as evidence of which he asked me to come up and 
represent him, and also sent here to review proceedings 
and to hold a waiting brief his Deputy-Minister ef the 
Department of Economics, Mr. gaveeeest at and also 
Professor MacDougall, who is the secmicees: with Mr. 
Gathercole, of the Ontario submission, which is ample 
evidence of his great interest in your, Commission's 
efforts and the assurance of his help at all times. He 
also sent me a telegram yesterday, if you will permit 
me to read it. It says; 
"Tl extend warmest support to the Northwestern 
Onatario Development Association:.on its 
representation Saturday to the Royal Commission 
on Transportation. The viewpoints and 
interests of the people and industries of 
Northwestern Ontario as contained in the 
Association's submission deserve the most 


careful and paintaking consideration. E 
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wish th: Agsociation and the people every 
success in their efforts to further the 
economic development of this important region 
ef eur province. 
(signed) Leslie M. Frost, 
Prime Minister of 
Ontario." 
I wish to give you that message, sir, and 
the people here as well and to assure you of his interest 
in your work and his interest in. this part of ec teeeyeee 


Ontario and the whole of this province. 
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Mr. Chairman and members of the Commission: 

It is a very great pleasure. for us to welcome 
The Royal Commission on Transportation t ‘the Lakehead. 
The subject of your enquiry is one of great importance 
to the Lakehead, ontario and the whole of Canada. The 
spanning of this Province_and Nation by railways was 
fundamental to the creation of Canada and continues to be 
essential to its economic development. ales the 
growth of water transport, the emergence of huge inter- 
locking motor vehicle transportation.systems, the 
development of air travel and the more recent advent of 
big-inch “pipe lines, the railways still constitute a 
vital part of our country's economic fabric, especially 
is this so in North-Western Ontario. 

Although railways can no longer bend the 
economy of the country to suit their operating convenience|, 
certain areas are still very dependent on them in 
specific instances, due to lower density of roads and 
more rigorous climatic conditions. Although the railway’ 
near-monopolistic eta Leb of the economy at large no 
longer exists, they are, in these areas, the only 
practical means of transportation and can exercise the 
power of life or death over resource or business 
development and expansion. 

We feel that North-western Qntario is vitally 
concerned with the need for a modern, efficient railway 
system and we welcome with pleasure the appointment of 
your Commission and will do our pest to cooperate with 


you in your studies and delfberationss 
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We live in a dynamic economy which is 
capable of conferring great benefits upon those who 
adapt themselves to its needs. It breaks or destroys 
those who fail to conform. In speaking out fora re- 
examination of railway policies and practices, we feel 
we are speaking in the interests of Canada as well as our 
Lakehead District. 

We hope that from your deliberations will come 
recommendations that will assure for the Lakehead, 
Ontario and Canada modern and efficient rer possessin 
the capacity of adaptability to change and providing 
services consistent with the optimum development of our 
area and Canada as a da ens at rates that are equitable 
and fair to all regions in Canada and realistic in 
relation to the cost of providing service. 

We believe this course to be the best for the 
Pea ap Ontario and best for Canada in the long run. 
The Lakehead forms a large part of this nation and has 
nail and resources which can make it a vital factor 
in the growth of our nation. The province's, forest re- 
sources inventory reveals that North-Western Ontario 
productive forest land.extends to more than 33, million 
acres, with total wood reserves exceeding 50 billion 
cubic feet. prsuehresucous from sawmills includes more 
than 70 million board feet of lumber annually, besides 
more than $ million railway ties and other wood products. 

North-Western Ontario, underlain for the 
greater part by mineral rich formations, is the 


Province's second most important mineral producing region | 
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and its potential .s far greater. It has been forecast 
by Dr. M. W. Bartley, one of our outstanding geologists 
in this area, that this region can produce 45 millian 
tons of iron ore a year within the next twenty-five years, 
given adequate government support and equitable freight 
rates. Such development would represent, at today's 
prices, 500 million dollars in new wealth a year and 
would quadruple the total tonnage of bulk and other 
cargoes currently handled through the Lakehead. The 
Nakina ore deposits have been estimated to Seauaue some 
500 iiline whekw of iron ore and those developments are 
well underway. Plans for the construction of pig iron 


and beneficiating plants are in preparation. Efforts to 


improve production methods and lower costs are being 
continued. Among the more Pouauie technological develop- 
ments have been the implementation of new oxygen and 
hydrogen processes in steel production and the growing use 
of electric smelting furnaces for the manufacture of eae 
special steels. A more intensive preparation ef ore 
before smelting has inureased efficiencies and capacities 
of existing blast furnaces. New processes in the 
upgrading and agglomerating of ores have also widened the 
scope for the use of low-grade ores. 

A substantial expansion in the mining of iron 
ore in North-Western Ontario 1s foreshadowed as a result 
of methods producing iron pellets and briquettes from 
lower grade ores. Horizons have been widened by the 
new demand for concentrated ores and the new techniques by 


which lower grade and contaminated ores from deposits 
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which were previc:: ly considered sub-marginal can be 
processed now profitably. Other important minerals - 


gold, copper, Zinc, silver, lead and iron make this: 


: 


area a potential source of mineral wealth in the Canadian 
economy. 

Not only are the natural resources available 
in this region, but with the construction of the St. 
Lawrence deep waterway they are available for development 
for export markets the world over. Port Arthur and its 
twin community Fort William form the third ane Rae ereh a 
in Canada, being capable of handling many thousands of 
cargoes annually and exceeding its present total of 14 
million tons of grain, petroleum, iron ore, newsprint, 
et cetera. With ee 40 miles of developed and 
protected waterfront and presently over a quarter of a 
million square feet of storage space, no difficulties 
can be @ivisaged in the handling of such water-borne 
cargoes as-will ensue from the development of the 
region's resources. 

Development of resources in this modern age must 
inevitably be accompanied by development of communities 
and secondary industries. North-Western Ontario already 
shows a pattern of progress in this respect. A pattern 
which in itself shows a basis for further expansion 
capable of keeping pace with the development of primary 
resources. ea ea production already embraces 
chemicals, aircraft components, construction materials, 


' 


machinery and many products of the wood and paper 


industries. Pulp and paper mills at the Canadian Lakehea 
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make it one of the world's largest producing centres 
of newsprint, fine and kraft papers. 

In all respects, Mr. Chairman, the region of 
North-Western Ontario is capable of development to play 
a vital part in the life and economy of our nation. ALT 
agencies, business, government, industry and people 
are ready to further this development and it is heped 
that your Commission will ensure that the rallways are 
fitted to play their vital part; for a vital part it 
surely is. The part the railway must, of necessity, 
play embraces not simply the moving of primary products 
at equitable rates, important though this aspect is, 
but also the whole coverage of community needs and 
products. The need of primary industries to be supp- 
lemented by communities and secondary industries is 
basic: in this present age. Communities neeg to be 
accommodated and supplied at economic rates, flourishing 
secondary industries need to obtain heen and transport 
their manufactured products at equitakglélifreight rates. 
And so, it is equally important for all these aspects of-' 
progress and development to receive your careful con- 
sideration. 

With particular reference to North-Western 
ontsdrio and railway freight rates, we would make the 
following observations. Where statutory limits do not 
apply to railway rates, 4t is an evitable temptation to 
increase rates, especially so where competition is less 
keen. Prolongation of this tendency can create injustice 


and be a grave impediment to growth, especially so when 
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when the nature o. the production and geographic location 
make reliance on rail transport essential. Among the 
factors which influence economic activity and emphasize 
the importance of railway rates in this part of the 
Province are the following: 

(Ca, The products of the extractive industries are 
usually comparatively low in value, so that 
freight charges constitute a larger component 
of their delivered cost than for many products 
of the secondary terranes a nraies industry. 

(2) The remoteness of this area tends to magnify 
freight césts in absolute terms. 

(3) A lower density of roads and more rigourous 
climatic conditions make this area more 
dependent on rail transportation. 

(4) The fact that a large percentage of the output 
originating in this res is exported, makes it 
imperative for its primary industries to be 
able to compete in world markets. 

(5) High transportation costs tend to inhibit the 
development of the potential embodied in the 
area's vast natural resources. 

Mr. Chairman, a policy which penalized progress 
and which seeks by overcharging on the movement of goods 
on some lines to compensate for loss on others will in 
the end prove self-defeating. Such a policy is 


economically unsound and fails to make the most of our 


opportunities. 
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The inevitable practice of the railways in 
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endeavouring to recoup them#elves in such areas where 
they have freedom of action, even if it be by rates in 
that area which either retard or prevent development of 
new traffic, can be very detrimental not only to this 
area's development, but harmful to the nation's 
economy and in fact harmful to the railway's long term 
interests. 

Gercainiy, sir, we feel that the difference in 
echcute structure between Southern, South-Western, 
Northern, North-Western and Eastern Ontario require an 
assessment of their respective transportation needs and 
costs in keeping with their special requirements. So far, 
Mr. Chairman, we feel that the railway rates, aggravated 
by horizontal increases, have been and can be a serious 
impediment to the effective development of our resources. 
We earnestly recommend the removal of these anomalies. 
Submissions are being made to you today by representatives 
ane the Lakehead and North-Western Ontario. I am 
confident, Mr. Chairman, that they will receive the 
same careful consideration that vat would extend to us in 
making this submission to you on behalf of North-Western 
Ontariécand the Province as a whole. 

This is, I believe, the first submission ever 
made by North-Western Ontario on railway transportation. 
It is of a very general nature and does_not attempt to 
deal with eect rice: It does, however, endeavour to 
set forth: certain basic observations and principles. 

Now, Mr. Chairman, I wish to say again how 


pleased we are that you have come to the Lakehead area 


and North-Western Ontario. We want to learn to know all 
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OO eas aa eee sit a 
you gentlemen bet:er; we want to learn to love you and 
we want you to love us and this great part of North- 
Western Ontario, and on behalf of the people of North- 
Western Ontario, I extend the most cordial welcome 

to our area and wish you every success in your 

very exacting and difficult endeavour to resolve these 
important problems of transportation. 

Now, sir, it is a pleasure for me to make 
this presentation to you and to meet again with you 
personally and to have the opportunity of a visit with 
you and speaking to you, and I thank you most sincerely 
on my own behalf for your kind attention. 

MR. CHAIRMAN: Thank you, Mr. Wardrope. Wha t 
you have said just endorses what was said by the Prime 
Minister in Toronto when we were there, and I remember 
very well how specifically he referred to this part of 
Ontario. Thank you very much. 

MR. WARDROPE: Thank you, sir. 

THE CHAIRMAN: hy. sinclair? 

MR. SINCLAIR: I would think there might be 
one or two questions I might ask to take advantage of 
having Mr. Wardrope here to assist the Commission. 

THE CHAIRMAN: Well, as long as they are not 
too many, Mr. Sinclair; we have quite a lot of work 
to do. 

MR. SINCLAIR: Yes, I quite understand that. 
Mr. Wardrope has made it clear that he is dealing only 
with matters of principle, he is not dealing with 


specifics. 
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CROSS-EXAMINATION BY MR. SINCLAIR: 

Q. Speaking on behalf of Canadian Pacific, 
Mr. Wardrope, which I represent, I do say we are 
interested in the remarks of the government of the 
Province of Ontario and particularly in regard to the 
principle which they believe should govern railway 
transportation in this country, and you raised consid- 
erable emphasis on the second paragraph on Page 2 of 
ydur submission. Do you have that before you? 

A. Yes. 

Q. I take it, Mr. Wardrope, that what you 
mean by that paragraph - and I would like to know if you 
would agree with me - is that the railways should be 
free to change and alter rates as costs of transportation 
require from time to time. 

Le I feel, Mr. Sinclair, that railways have 
got to be like anybody else, they have got to make a 
profit if they can. L think that. that. is only fair, 
and that would conform to what you are saying about 
changing your rates. I am speaking of the larger field 
whereby areas like our own, in order to develop to their 
potential, must be able to compete. I should not 
express to any great extent'my own personal opinion, but 
I think that in some way as the railways loose money it 
has got to be made up someplace else; whether it is the 
whole of Canada, I don't know. But this area needs 
some special consideration for the next few years, 
because after a few years have gone by and we have 
developed to our potential, we might be able to help, 


in our turn, some less fortunate area. 
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Cy One other point: I would take it that 
the government of Ontario, and you specifically, speaking 
on behalf of this section, would say that all segments of 
the freight rates structure should have just and reasonable 
rates, and that would be just and reasonable to shippers 


and to railways alike? 

A. Anything else would be foolhardy, Mr. 
Sinclair. 

Q. And if there is, for reasons of economic 
necessity, some areas or some group shipping a specific 
commodity that requires assistance, and that assistance 
can only be given through transportation costs, and this 
is in thé national interest, your government would support 
that kind of aid? 

A. I have no authority to make that statement 
for the government, sir, but I feel that is something 
you should bring very strongly to their Dtentlen, 

Q. To this Commission's attention? 

A. Yes. 

Q. We certainly will do that. 

THE CHAIRMAN: He has done it before and will 


do it again. Thank you very much Mr. Wardrope. 


MR. WARDROPE: Thank you, sir. 
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1 

THE CHAIRMAN: His Worship the Mayor. 
: Statement by 
3 

Mayor Norman R. Wilson, 
4 of 
5 
Port Arthur, Ontario 
e to 
i 
Royal Commission on Transportation. 

8 
9 Mr. Chairman and Commissioners, may I extend 
10 to you on behalf of the citizens of Port Arthur a sincere 
11 welcome to the Lakehead Ports of Port Arthur and Fort 
12 William. This is the first occasion, to my knowledge, 


13) On which a Royal Commission on Transportation has visited 

14 Northwestern Ontario, and I suggest that your presence 
“here testifies to the fact that this area has transportatipn 
16 problems that are not to be found in any other economic 

17 region of Canada. You will have presented to you in 

18 your hearings today detailed submissions on the 

19 Me tespontacian problems affecting the economic development 
20 of this area. It is not my purpose to preview the sub- 

1 missions, but I feel that I would be remiss in my duty 

92|| 48 Mayor of Port Arthur if I failed to outline very 


23 briefly the concern of our citizens with regard to the 


94|| Continuing development of Port Arthur and the Lakehead 


95|| @8 the major ports for Western Canada. 

26 We have developed historically as the natural 
97|| terminus for goods to and from the Prairie Region of 

28 || Canada and a brief reference to the tonnage handled 

29 through these ports, in comparison with other Canadian 


30| ports, will best illustrate this role. 
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(See Seriedule "An - Summary of Traffic handled 
at Canadian Lakehead Ports.) 

What Be would like to emphasis is that the total 
tonnage coming through the Lakehead ports wae in excess 
of 11 millien tons. . 

From the standpoint of tonnage for export these 
ports rank with the very busiest in the Dominion. Latest 
available figures show that the ports of Port Arthur and 
Fort William handled in excess of 11 million tons of 
cargo during the past year. 

A comparison of tonnage is indicated by these 
figures, eee 17,749,708 tons, Toronto, 4406, 425), 
Vancouver, 11,611,938 tons. 

MR. MAURO: Mr. Chairman, I would ask that 
Schedule "B" of the submission be taken into the record 
and on Ene. senaduie: under the groupings "Loaded" and 
"Unloaded", that the headings should be "Coast", 
"International" and "Total"; in other words, you may 
strike out the word “Load" and also the word "Unload" 
under the general headings of "Loaded" and "Unloaded". 

MR. WILSON: Mr. Chairman, I would like to 
to recognize that the Lakehead ports rank third in 
tonnage handled and far exceed all other Ontario ports, 
and almost double the tonnage handled in the port of 
Halifax. 

Of this tonnage at least 90 per cent of all 
the package freight and general cargo handled through 
these ports and all of the grain is on behalf of the 


Western Canadian provinces. We might further illustrate 
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this by reference to the statement of the Honourable 
Gurney Evans, Minister of Industry and Commerce for the 


{ 


Province of Manitoba when he appeared before this 
Commission in Winnipeg. 
"In this connection, we attach special 

importance to the work now underway for im- 

provement of terminal facilities and the harbou 

at the Lakehead harbour of Port Arthur and 

Fort William. Removal of the present 

deficiencies will enable the Lakehead to serve 

as the major lake port for the Prairie Province 

and will assure maximum benefits of the Seaway 

‘to the Prairie Region." 

(Daily transcript, Volume 32, page 4976.) 

I make these references to point out the fact 
that our desire to have you sit here in the Lakehead and 
to consider our problems was from no parochial aspect but 
because we, in the City of port Arthur, sincerely feel 
that we have an important function to perform in the 
economic development of Canada. Now that we have 
commenced the construction of the terminal facilities for 
the St. Lawrence Seaway, we believe that we will be even 
better equipped to perform our proper function in develop- 
ment of the Canadian West. But the provision of 
facilities alone is not enough to foster this necessary 
development. Facilities must be coupled with a dynamic 
policy to encourage their utilization. This is particu- 
larly important in cases where Canadian ports are in 


direct competition with adjacent American ports. Due to 
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the regional nature of American railroads they seem more 
inclined to grant raies to and from ports in their areas 
in order to maintain and attract traffic. Our Canadian 
railways are write di vely preoccupied Srankegabin cot wong long 
haul type of traffic with the result Bee the relatively 
short haul from Port Arthur and Fort William into Western 
Canada has been neglected. The lack of incentive rates 
or rates that might attract additional traffic to these 
ports as opposed to American ports in the same genera] 
area has had a noticeable adverse effect on the economic 
> 

development of the port area. Not only has there been 

a failure to adjust the freight rate structure to reflect 


the new and changing requirements of traffic movement in 


Canada; on the contrary it is our submission that in fact 


present rate policy prevents realization of the full 


potential of chal ain idahiesid Ports. To illustrate this 
point I would refer to rates from overseas via Montreal 
to Winnipeg as opposed to rates from overseas via Fort 
William to Winnipeg. Examples of these are shown on 
Schedules "Cc" and "D" attached. 

From the viewpoint of national policy I would 
like to point out that there can be very little doubt 
that the existence and development of the Lakehead Ports 
is in complete conformance with long established national 
policy. Historically these ports in fact have been 
developed and atilized as the ports for the Western 
Prairie Region. More recently with the commencement of 
construction of the St. Lawrence Seaway terminals in port 


Arthur, we have further evidence of national policy in 
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the development c. thee ports. The Federal Government 
has established the lakehead Harbour Commission to 
administer the port facilities of this region. We suggest, 
therefore, that it is within your terms of reference to 
consider the position of these ports in ‘ie furtherance 
of national economic policy. 

We in the ee ae fully realize that the 
achievement of these objectives require initiative by and 


co-operation between all levels of government = Federal, 


Provincial and Municipal. To this end, the Lakehead 
Cities, in conjunction with the Provinces of Manitoba 
and Saskatchewan and Alberta in January, 1959, created 


an Association known as The Canadian Lakehead Port 


Association. This is a completely voluntary association 


comprised of representatives of those areas which feel 
that thé Canadian Lakehead is the port for the three 
Prairie Provinces. It is our hope that through this co- 
operative effort by the various interested parties we can 
play our proper role in the development of our facilities 
for the betterment of the entire economic region. 

These efforts will prove futile without the 
fullest support of all modes of Ceannuerte ten When © 
we recall that 11.2 million tons were handled through 
these ports in 1958, the land portion almost exclusively 
by rail, the importance of rail rates becomes readily 


apparent. 


Water rates play an equally important role in 
the development pattern of this area. we therefore submit 


that your Commission give consideration to revision of the 
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2 present policy of Use Board of Transport Commissioners in 
3 permitting the lake carriers to raise their rates auto- 
matically to maintain a fixed differential below rail 

5 rates. It is our firm conviction that Peer a policy tend 


é to minimize our geographic advantages and also denies to 


7 Prairie shippers the inherent economies of water trans- 
g| portation. We support fully the submission of the 
9 Province of Manitoba on this matter and I would refer you 


10| %° the recommendations of the Province of Manitoba. 


11 (Daily Transcript, Volume 29, pages 4237-38 
12 "Firstly: An amendment to the relevant 

13 legislation which would require the water 

14 Carriers to apply to the Board of Transport 

15 Commissioners and show cause for any proposed 

16 increase in water rates and that in such appli- 

17 Cation the rates be established on the financial 
18 requirements of the water carriers without 

19 reference to rail rates. 

= Secondly: That the through rate on a shipment 


carried by more than one type of carrier should 
réflect the relative rate characteristics of 
each type of carrier to the extent that each has 


participated in that movement." 


We further agree with the Province of Manitoba 
that if such amendments to the present legislation are mad 


they will have the effect of facilitating the implementatidn 


of national economic policy for the development of this 


region and will establish the natural geographical 
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2 advantages of the srea. 

3 In conclusion, Mr. Chairman, I want to re- 
4 iterate the sincere gratitude of the citizens of Port 
5| Arthur for your having come to our City ree and to 


6 see our problems first hand. We are fully aware of the 


7| magnitude of the problems which you face. You have 


g| listened to the problems of people from one coast to the 
9 other in this great country and we realize how difficult 
10| @ task it must be for you to analyse, assess, and 

11) recommend policies ee eee teng to alleviate the 

12|| burdens which you find to exist and also to recommend 

13|| Policies which will support and expand long-established 
14|| national economic policy for the development of Canada. 
15 THE CHAIRMAN: Thank you, Mr. Wilson. rE 

16 suey. Mr. Wilson, that the great array of coungel will 
17|| indicate to you and the people of your City that in 

18|| Coming here we were not trifling, and very rarely will 
19| you find as many counsel t@ether in Port Arthur as we 
20|| have here today and, while they are very inquisitive 


21| at times, they are really constructive -- even our friend 


22 Br. Sinclair, at times. 


23 Is there any cross-examination, Mr. Sinclair? 
24 MR. SINCLAIR: Ho, 812, 
25 THE CHAIRMAN; Thank you Mr. Wilson. 
26 MR. WILSON: Thank you, sir. 
27 
--- SHORT RECESS 
28 
29 
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THE CHATRMANs: We will now hear from Mr. 
Fisher. 

SUBMISSION BY 
Deim. FISHER, M. PP. 

MR, FISHER: The appearance of a member of 
parliament before royal commissions of the federal 
authority is rare enough to be explained. The constit=- 
uency of Port Arthur and the region of Northwestern 
Untario of which it is a large part, is unique in that 
its original raison d'etre in organized human activity 
was as a transportation corridor or bridge. Not only is 
transportation, especially rail transportation, still a 
major factor in our regional economy, it is apparent to 
me that it causes more concern and discussion than any 
other aspect of our economic life. On the CNR north_. 
line, the constituency begins at Ghost River and continue 
through three divisional points, Armstrong, Nakina and 
Hornepayne. Un the CPR, the constituency runs from 
Port Arthur to White River. Then there is the CNR 
branch from Long Lac to port Arthur and the CNR eastward 
from Nakina towards Hearst. A federal member of 
parliament with six divisional points and all this line 
must put railway problems at the top of his list. 

a. In every study, in hearings or reports on 
railway problems in Canada, our region has been a factor. 
But not in any analytical way which considered our re-= 
gional economy and its future. Our inhospitable terrain, 
Sprawled for too many miles, caused inordinate capital 
costs in railway building and continues high maintenance 


costs (recognized by the ‘bridge’ subsidy). The long 
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haul it forces ir. Jiast-west traffic movement must be the 
Strongest factor in Canadian railway costs. The quiet 
reality beneath most of the rivalry between Western in- 
terests and the major railways, so artieulately 
Symoblized at your hearings so far in oe confronting and 
tangential bouts between Mr. Sinclair and Mr. Frawley 

I might add then, Mr. Mauro, is the distance, the high 
costs, the low productivity of Northwestern Ontario. If 
we generate much more rail traffic here, internally, to 
the Lake ships, out to the East or West, we would be 
much closer to a Solution of national railway problems 
than we will ever. get from the cutting of the Gordian 
knot of the Crows Nest Pass rates impasse, 

ap I would hope your considerations and findings 
will be imaginative. If they are, you will.have more 
positive recommendations on Northwestern Ontario than a 
bridge subsidy. You will recommend steps to spawn our 
development. The raw materials for such growth are set 
out well in the brief you have from the Northwestern 
Ontario Development Association. Railways are instrument 
of national policy, or so I believe. I contend that a 
positive natidnal policy would take into account our 
potential and foster it boldy. Whether the statutory 
grain rates are remunerative or not, the railways will 
continue to haul grain, much of it through Northwestern 
Ontario. The basic dialectic through out the problems 
you have been considering, centers on the statutory grain 
rates. This may put the CPR versus the West contest so 


much in the minds of you, of the politicians, and of 
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the publics that w.re fundamental issues are passed over. 


The fundamental issues are surely these; 

Are we to throw open competition in Canadian 
transportation (restricting the oie of the 
Board of Transport exanncicoaess’ or move 
towards nationalized transportation, initially 
through nationalizing the railroads? 

Are we to put the emphasis on railways as 
instruments of national policy? If so, where 
do we let them go vis-a-vis trucking, and 
water shipping? Should we detach them from 


these fields and any other enterprises they may 


now control? Is passenger traffic on the 


railways any longer a matter of national interes 
or policy? 

Are freight rates to be based on a value of 
service principle in the main, supported 

(or debauched) by competitive rates, agreed 
charges, subventions, subsidies, or more in- 
direct supports for lower rates on certain 
traffic; or are they to be based on the cost 
of service principle? If the latter, how 

can the costs be determined in a way that 

seems just to all parties in transportation? 
Does an attempt at further equalization of 
freight rates make sense within the present 
general framework of the rate structure? 

Can we get a better pattern of control for 


rail transportation to enable railroaders to 
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Solve th: wage dilemma ? 

(f) Should the rail-water differentials be allowed 
to find their levels ina free way? 

(g) Is any formula = even a rough oe - devisable 
to cue governments on their Pen tek Spending 
on highways, pipe-lines, canals, airport 
terminals and runways, elevators, warehouses, 
wharfs, and ancillary transport services 
(e.g. meteorology, radar)? (In tne pathos 
of a "free enterprise" milieu we can forget 
these are all subsidies of a kind from the 


citizens to transportation enterprises). 


Dh Each of these issues has many facets. I can- 
not argue with the authority of either experience or 
research on any of them. But.I do feel strongly that you 
Should try to give tentative or definitive answers on some 
of them, even though you and others may frame them in a 
different way. The weeaney is implicit to me in the low 
morale and doubts amongst the railroaders I know, com- 
pounded by the public image of the railroads as inefficien ; 


decadent enterprises. I am sure our railways are good 


employers, _that they have had good management, that 


their role in freight movement will continue to be crucial 
to our national well-being; in sum that they are not the 
recalcitrant duds mamed in the brief presented to you by 
the Province of Ontario. 

6, Those of us in Northwestern Ontario must be 
selfish and arrogant enough to point out our situation and 


Our needs. We have not now nor in sight the population, 
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market, skills, «r low transportation costs for manu- 
facture of the secondary kind which has burgeoned go well 
in the Windsor-Toronto, North Bay-Montreal quadrilateral. 
Whatever our agricultural potential in sails land, the 
atienke; the high capital cost of farming in the bush, 
and our small market have meant a declining farm popu- 
lation in the past decade, This farm decline has been 
absolute, not relative in nature. Thus we are left 
with three growth potentials: forestry, mining, and 


tourism. The latter is not a factor in transportation 


discussions. 
{- Most of our forest resource is exploited in 
terms of pulp and paper manufacture. Our woods industry 


is oriented to- massive, heavily-capitalized corporations 
working on huge timber limits held from the Crown. Our 
forestry operations are extensive, not intensive, and 
so transportation costs on the raw material side are 
large. In a general way, railways have not played a 
major part in bringing wood to the mills. It could have 
played a larger one if rates had been lowers; it is 
doubtful now, given the huge limits, the water routes, 
and the forest road structure now developed, if railways 
can gain much freight traffic from the woods side. on 
the other hand, rail freight costs are relatively more 
important in the supply of materials for mill manufacture 
and the consumer needs of the paper mill towns. If we 
could get these costs down it might be a marginal but 
vital factor in making us more competitive with rivals in 


the U.S.A. or Europe. There are no limitless frontiers 
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of expansion in t = pulp and paper industry for our regio 


It is generally accepted that we have the highest pulp 
costs of any producing area in Heat America. Lower 
costs could encourage a fractional eps ane to the limits 
of our forests' regenerative capacities. My point here 
is that forest/ potential is limited. We need to seek 
these limits and incidentally to generate more traffic 

in the "bridge". 

8. Our mineral resources, especially in terms of 
iron ore, represent the messianic or siren song I wish 

to sing to you today. We have the potential in numerous, 
large deposits and in natural gas as a beneficiating 
medium to place right in the physical heart of Canada 
enterprises which will build population, new communities, 
and new freight traffic of largescale bulk commodity and 
long-haul, high value nature. Cure the greatest devility 
one can discern in the Canadian freight rates picture, 
i.e., the maligned, so-called sterile bridge. How? 

By the initiation (one would hope) of a recommendation: 
from you that either subventions, subsidies, develop- 
mental rates, ore tonnage bonuses -= call them what you 
will -~- be guaranteed as a fillip to mining groups which 
are in or go into production. 

9: I believe that the nature of the Northwestern 
Ontario growth problem is central enough to your subject 
to justify such a recommendation for this region alone. 

It should, however, be offered to the whole of Canada. 
You are aware of analagous patterns elsewhere in the 


present transportation picture. The Maritime coal sub-=- 
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ventions or the s .tutory grain rates seem to me to fit 
the frame. Of course, these developed out of status- 
quos; I suggest you consider status- or need-=-to-bes. 

10 Finally, let me underline an tect nanaE 
economic factor which adds an imperative to our future 
well-being. An off-shoot of it can be noted in the high 
level of unemployment our region has had in the past four 
years. This has ranged over the 20% mark through much 
of the winter months and keeps above the national percen- 
tage in the summer months. Our basic employing concerns 
are the railways, the grain trade houses, the woods 
producers, the paper-mills, and the mines. All these 
(even the elevators) by large capital expenditures and 
improved machinery and work rationalization have zoomed 
their productive capacity without adding substantially to 
the labour force, Indeed, in the bush and on the rail- 
roads, much much more can be produced with less manpower 
than four years ago. This trend, so vividly apparent 
here, makes more urgent our need for new growth based 

on massive ore treatment and movement. Regionally, we 
have kidded ourselves that we are one of the boom areas 
of Canada. My compilation of population statistics for 
the Fort William-Port Arthur and hinterland area in the 
past Pee belles sthis. Our percentage increase in 
population each year is usually at or velow the national 
average. I believe this trend can only be reversed 
through deliberate policy and leadership by the two senior 
levels of government. You have the ear of the more im- 


portant of these. Please give it something to act upon; 
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something for the sridge itself, rather than a mere 
bridge subsidy for the shippers west and east. Tha'nk 
you. 

THE CHAIRMAN: Well, thank eda Mr. Fisher. 
I think the questions that you have posed to us indicate 
how even you regard the magnitude of the job we have to 
do. 

MR. FISHER: Would you like my comment there? 

THE CHAIRMAN: I would, yes. 

MR. FISHER: I have been reading very many 
of your hearings and I feel extremely sympathetic and 
sorry “fortyous It seems to me you are being buried under 
information, and throughout your hearings there is this 
crossfire between the Western interests and the C.P.R., 
with the C.N.R. trailing along in the background, and I 
get the impression that the issue of this question of the 
Crow's Nest Rates has tended to take over the whole thing. 
You, at your first organizational meeting, said you 
couldn't interpret what was said in parliament. I was 
there, and I know that the interpretation there was that 
you were going to study more than the Crow's Nest Rates. 

THE CHAIRMAN: Wwe are studying more than the. 
Crow's Nest Rates. It is one of the subjects we are 
taking in. It has been emphasised, but we are taking 


the whole transportation problem before us. 


--- CROSS-EXAMINATION BY MR. HUME 


Q. Mr. Fisher, I represent Canadian Trucking 


Associations, and I would like to ask you a question 
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concerning Parag. »h No. 4 on Page 2. I am sorry, but 


I heard you read it and I am not clear what you are saying. 


in that paragraph. You say: 

"Are we to throw open Seancviet an in Canadian 

transportation (restricting te role of the 

Board of Transport Commissioners) or move 

towards nationalized transportation, initially 

through nationalizing the railroads?" 

Would you be good enough to explain what you 
mean by that? 

A. Well, it seems to me. fairly obvious if 
you look at Currie in his Economics of Transportation. 
He poses that in his very first chapter: Canadians have 
never made up their minds whether they want a completely 
private enterprise transportation system or a social 
set-up. I am suggesting at this time that this Board 
consider this and make a recommendation. I was moved to 
do this through reading that book which has formed a part 
of your commentary by Meyer,Stenason and Zwick. 

Q. I understand that when you are referring to 
Canadian transportation that covers everything, air, 
pipe-lines, water, truck, railway, private trucks me 
everything? 

A. Yes. Could I just make a point here? 
I am not suggesting it should go one way or the other. 


I think the situation has to be faced up with. 


BY COMMISSIONER GOBEIL: 
AS REA ok FS 


Q. Mr. Fisher, you say on Page 5 of your 
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"It is generally accepted that we have the 

highest pulp costs of any producing area in 

North America." | 

MR. FISHER: Yes. 

COMMISSIONER GOBEIL: This is not due to high 
railway rates? 

MR. FISHER: I am not arguing that the railway 
rates’ are a factor in it; I am tending to argue that the 
railways cannot make much contribution to lower pulp costs}. 
But they can make a contribution to mill costs, like 
limestone, sulphur, and things like that. I tend to 
rule out any contributions railways can make in lower 
pulp costs. That can be open to argument, especially 


in Quebec, where the railway is opento Three Rivers there. 


BY COMMISSIONER MANN: 

Q. One of the arguments that the advocates 
of free competition in transport have is that it will 
leag to optimum allocation of eeeouT oan What L was 
wondering about is whether it is possible that a highly 
intensive control of transportation might also lead to 
optimum allocation of resources in transportation. 

MR. FISHER: I think yourweakness is in both. 
My concern about regulatory agencies is that always, 
instead of being directors or managers, they become 
merely a court that makes a décfision, and I think you 
can see what has happened in the Federal Trade Authority 


or Commerce Commission in the United States, or even the 
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Board of Transpor* Commissioners - a tendancy for these 
boards to become captives in these groups, just as in 

the camaradarie of these high-priced counsel. You 

can see that, and that is one of the difficulties, a 
seems to me, of government regulation, e qQuasi= or semie 
private enterprise. It seems to me we have got to face 


up to this whole thing. It is implicit in the truckers! 


mecser . Either you have to accept how much they are 


putting out or you Say you cannot afford to go this way 
any longer. 

COMMISSIONER MANN: You say in sub paragraph 
(g) on Page 3, you raise a question concerning capital 
expenditures of the various transport facilities, and 
so on. Do you feel that there is a mis-spending hy 
various levels of government? - not that the specific 
expenditure is wrong but perhaps the specific expenditure 
is not being considered in an overall way? 

MR. FISHER: I feel very much so. When I 
think of the money being spent on jet runways to get 
people to Vancouver an hour or so sooner, it seems to 
me that we need to coordinate the whole transport picture, 
when the poor taxpayer is getting suckered wherever 
you go. Now we have th truckers coming in suggesting 
that they want to elbow in on the subsidies; ae have 
the west conedrned about the Crow's Nest Pass Rates, 
which is a contract, almost as pure as the B.M.A. Act 
1s to Quebec. They are afraid of the word "subsidy", 
and yet the overall pattern is that somebody is getting 


@ subsidy one way or another, and all Iam Suggesting is 
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that your job is tJ try. to make some sense or some 
pattern out of these subsidies. | 

COMMISSIONER MANN; You feel there should be 
more coordination between various levels " government 
in capital spending? 

MR. FISHER: Oh, very much more in transportation 
facilities. I could elaborate on that, but 

COMMISSIONER MANN; Thank you very much. 


THE CHAIRMAN: Thank you, Mr. Fisher. 
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SUBMISSION BY 
‘UBERT BADANATI, M.P. 
FORT WILLIAM 

THE CHAIRMAN: Mr. Badanai? 

MR. BADANAI: Mr. Chairman and se ats of the 
Royal Commission on Transportation: oe OL a aan 
Should like to extend to you on behalf of the City of 
Fort William a hearty welcome to the Lakehead. 

Before I proceed to read my very brief brief, 
I should like to say that my friend, Mr. William 
Benedickson, the member for Kenora, Rainy River, who 
would have been here had it been possible for him to 
leave the House ‘ie Commons where he has a special duty 
to perform today, has asked me to convey to you, Six; 
that he is fully and whole-heartedly in support of the 
briefs which are being presented to you on behalf of 
Northwestern Ontario. Mr. Benedickson by virtue of 
the fact that he is the representative of Kenora, Rainy 
River and Sioux Lookout and Atikokan is very much 
interested in the proceedings taking place here today, 
He is also very much interested in seeing that that part 
of Northwestern Ontario which he represents receives a 
fair hearing and fair treatment, which I am sure it 

Y 

will by your Commission. 

In view of the excellent representations 
which are pebne presented by the General Manager of the 
Northwestern Ontario pevelopment Association who best 
represents this region's point of view, and Mr. E. G. 
Charnock, Chairman of the Joint Transportation Committee, 


who is an acknowledged expert in matters of Transportation 
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and that of my colieague in the House of Commons; Mr. 
Douglas Fisher, and others, I do not intend to elaborate 
greatly on the problem for the solution of which you 
accepted an invitation to come to the Lakehead to hear 
our side of the story. 

The story is one of neglect and discrimination 
=rekt is) (just ‘acstruggle lest could easily be classed 
as a sad one. That costs of all things the farmer has 
to buy have increased to an extent that the average 
farmer in our territory has a hard time getting along, 
and that Freight Rate increases distributed on a percent- 
age basis on such commodities as fertilizer and certain 
feeds, add to his troubles. 

This is one of the reasons for the slow develop- 
ment of agriculture in our district. 

Indeed, we have a wonderful district here 
quite capable of supporting a considerable farming 
population, but owing to the various factors, including 
the high cost of transportation, it means that the 
_ farmer is placed at a great disadvantage by comparison 
with other sections of the country. 

Indeed the depressed state of farming in the 
district of Thunder Bay can, ina large measure, be 
attributed to the inequality of freight havea The 
present freight rate structure is responsible for higher 
cost of living in the lakehead in comparison with other 
areas because of transportation costs of goods and 
materials. 


Consider the case of a large local department 
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2|| store which is tke experience typical of all wholesalers 
3] and retailers in the area. This particular store 

4 Veaban’s several million dollars worth of merchandise a 

5] year, a percentage of which is due to the See of 

6| branch stores in Atikokan, Dryden, Beardmore, Schreibe 3 
7| Geraldton, and Marathon. Goods have to be shipped to 

g|| these points from the Lakehead. 

9 The paradox of the situation is that the firm 
10] Pays nearly twice as much for these shipments than if the 
11| were originating in Montreal, Toronto or Vancouver. 

12 Any horizontal increases in freight rates work 
13| @gainst our wholesalers and retailers alike, in securing 
14] Supplies as well as in distribution. 

15 The next paragraph which [I have on my brief 

16|| here neyeue hard to prove, and for that reason I think 
17| I am going to leave it out: not that I am not sure of 

18] this particular feature, but I am going to read it for 
19] the information of those who may not have a copy of it. 
20 Merchandise under the existing rates can be 

21) Shipped to Atikokan from Winnipeg cheaper than you can 

22|| Ship the same articles to that point from the Lakehead, 
23 notwithstanding that the distance between Winnipeg and 

24|| Atikokan is more than twice as far as from the Lakehead 
25|| to the latter point. 

26 There may be room for argument there. 

27 Some will argue as I have heard it, that the 
28 || Source of the whole problem is to put the railway ona 

29|| paying basis somehow. This may sound plausible enough 


30 || but we are not going to succeed by permitting such patent 


i ualatiat sad od pe ene to a vasa a 
hen evTOmbr BSH. - casted oto ee a 
ad boqatile sd ° cw av dl ebobd. noni eva bina! a : 
= Acetate ads word — da. i i ’ 


@xtt eds gst et cotdeuehe =. 70. xob ereg eny - " of ay at 


| sit Ti decid Bi sampind ‘egedd 4o% Wouin #8 eons speclaiaeitl 

| etOVLOoUNBY to Cdnoro? , [SeTdeaoM nk intimin eral 

| Syow Beist guglsr? of esassrba2 Leo hig ; 

Paentmose wl .oatls arsi begs ere wisitaadionies fr danteys | le 
| co Hudhveate Ht ae, ifLew serene pe 

haar: a nc SVved I doliw iqecgeneq ixen- “one n 


tnins L meeset 2 60 rot ome ,evord of bred: all 48a tt tu if 
To 9 THs thaws I dtaud ton stud ue eves od yiitoy m8 fe 7 
Tot 32 Dest oF analog me Ef gud | .otud #et elvotiede chat 
tf to -yaco 6 evan ton yen oriw seoda to ote aed Ins: edt | 

ed.m6o secdart giultalxes ont tebau salboasdorem — le 
NGO Woy asd segsers geqtiatW’ mort ssvxodteAcod Beqgina : 
Hbedsxe. ony mor! idteq tart o7 eslotiae otipe Gad Gite Fee 
bas goeqtndtW wsewsed soregelt sds torts gotoursdeds twion fe 
bawsioned sat wii a6 rel es oo iwt Hand ston’ et wedow hha ps 


4 toteg redveL) dt oF | 


stent ¢nemzyte tot moor sd yao ‘ove? ote tee 


*F 


ode tet ot breed even Tus owes Lite omee 96% ae q 
nO yonder. at? dug 07 of meidong etodw. acid 29 #608 a 
figuans sidlaselq oawoe 1 aig? re 1@ 
tneteq Hove antidtareg yo bpasoue oo antiae ga at 


ANGUS, STONEHOUSE & CO. LTD. Ba da nai 12418 


TORONTO, ONTARIO 


--"variation". T have "discrimination" here, but I 
understand the railways do not like the word "discrimin4 
ation", so I will substitute "variation" for "discrim- 
ination". | 

This may sound plausible enough but we are not 
going to succeed by permitting such patent variations 
which allows this paradoxical System of charging more to 
move products from say, Fort William to Winnipeg than 
from Toronto to winnipeg. 

There may be room for argument in that partic- 
ular paragraph. 

This excessive freight rate disadvantage was 
chiefly responsible for the removal of the bus manufac- 
turing operation from the local plant of the Canada Car 
to Montreal. 

I believe this hearing to be so important and 
that success is so vital to the development of Northwester 
Ontario in general and of the Lakehead in particular, 
that every step should be taken against failure. 

I have no hesitation to say that in a sense we 
feel that the immediate prospects for the realization of 
our industrial and commercial growth rests in no small 
measure in the recommendations which you as Members of 
the Royal Commission will include in your report to the 
Government of Canada. 

I wish to thank you, Mr. Chairman, and ‘ 
Members of the Commission for listening to this very small 
brief. 


THE CHAIRMAN:. Thank you very much, Mr. 
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Badanai. Are there any questions? 
CROSS-EXAMINATION BY MR. BURBIDGE: 


Q. Mr. Badanai, my name is Fred Burbidge and 
I prepresent Canadian Pacific, and I am puzzled by the 
second paragraph which reads: "The story is one of 
neglect and discrimination. It can easily be classed 
as a sad one. It could not be otherwise when you conside 
that farmers in the State of Illinois --- 

A. I have taken that out, sir. Il. didn ¢ 
read that paragraph. 

Q. I see. Further along you say it costs 
more to ship goods from Fort William to points in this 
area than it costs to ship them from Montreal and Toronto, 
and we have not been able to check those rates. Our 
information is the exact reverse. For instance, under 
the class rates, Column 45, Montreal to Marathon is 
$2.02 and Fort William to Marathon is 81¢, and you get 
Similar results from Montreal to Dryden as against Fort 
William to Dryden. Have you anything to say on that? 

A. Well, I have to say that I am referring 
particularly here to this struggle the farmers are having 
in this locality, and they find it hard to make ends 
meet. You say that your rates are more favourable --- 

Q. Well, I am speaking of the paragraphs in 
your brief. 

A. I haven't got that information and if you 
Say they are more favourable -- well, all right. 


MR. MAURO: Perhaps Mr. Burbidge would ask 
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the member or advise the member as to how much would 
move under that class rate. 

MR. BURBIDGE: Well, I was starting on the 
basis of the class rates, because his information is 
information which we cannot check out, and I was wonderin 
if he could explain it a little further. 

MR. MAURO:: I think, in fairness to the 
witness, Mr. Chairman, there are two additional 
witnesses coming up with fairly extensive Galersteteine 
Specifics . 

THE CHAIRMAN: Where there will be more on 
rates? 

MR. MAURO: Yes. 

THE CHAIRMAN: Thank you, Mr. Badanai. 


MR. BADANAT: Thank you. 
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SUBMISSION BY 


TF« NORTHWESTERN ONTARIO 
DEVELOPMENT ASSOCIATION 
So as lina Ranlai ok Abc er toa 


Appearance: 
Mr. Alexander Phillips 


--~- EXHIBIT NO. 139 Map enclosed with brief. 

Mr. Chairman and Scum apionsea 
1s Our association desires to join with others in 
extending to you a cordial welcome to Northwestern 
Ontario and the Canadian Head of the Lakes. Coupled wit 
this sincere greeting, our association takes this 
opportunity to express its deep appreciation to the 
commission for the decision to hold a hearing in this 
part of Ontario. Your generous response to requests by 
organizations in the Northwest and the Lakehead for a 
special sitting only can be interpreted as indicative of 
the highest sense of responsibility to all Canadians 
that animates yqur collective labors. It is an inspirin 
illustration to us of your devotion to the great task of 
finding solutions to our contry's transportation problems}. 
Toward that objective it is our earnest desire to be 
helpful. 
2. Gentlemen of the Commission: While I am 
privileged to present this brief on behalf of our 
association, I'm bound frankly to admit at the outset, 
however, a lack of expert knowledge of the complexities 
of the Canadian freight rate structure. Our comprehen- 
Sion of this bewilderingly complicated subject is that 
of ordinary laymen. In explanation, our association 


does not possess the resources to retain and be repre- 
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sented here by a 2 nsulting economist authoritative in 
the field of transportation. Nevertheless, we are 
impelled to make this submission by the conviction that 
there is a serious imbalance in the audretd Weeesdadi an 
freight rate structure that is soe mentale. the economy 
of Northwestern Ontario and a grave deterrent to the full 
realization of its immense potential. 

B0 Our association is an incorporated, non-profit 
organization, financed by municipal and provincial 
grants, one of seven such associations now functioning 
in Ontario.~ It seeks to co-ordinate regional efforts 
toward greater development and to publicize the advan- 
tages of the region for business and industrial purposes. 
Its member-communities number 29 and include the princi- 
pal centres of Fort William, Port arthur, Kenora, Fort 
Frances, Atikokan, Dryden, Sioux Lookout, Keewatin, 
Nipigon, Geraldton, Marathon, Rainy River, Red Lake, 
Balmertown and such large rural municipalities as 
Shuntiah and Neebing. Hence our vital interest in the 
current inquiry and its significance in the future pro- 
gress and prosperity of our region. 

4 Northwestern Ontario comprises the district 

of Thunder Bay, Rainy River, Kenora and Patricia, 
nearly 213,000 square miles in extent - slightly more 
than half the land and water mass of ontario - and 
rivalling in size each of the three prairie provinces. 

It stretches from the boundary of Manitoba to the 
districts of Algoma and Cochrane and from Lake Superior 


and Minnesota to Hudson and James Bays. In the centre 


a 
onl 


gaitd inoktokvats orf As . ndtiiencwe anid antam 
metbansy siktatxe, oxy, ag een scat 6 
YMOMGI9 ane ot Lpitioneasb at deed atydouedd 8 a 


A tart oda ov Yhet'reesb svbvy 2.548 ebvesad m 
‘. fettistoqg ocxomet est 30 nodsestte 

sitiergedon’ abeteroqroomy wh eb nofintgoese yO 8) st . 
| iefontvera ‘Piel soto frame yd BeoWbAe. ” {todd Bs Laeyro i 

antag; soaut won enodt biougeb dove ASySE Yo sa0 arnery 

eros tie Laenolast stanlbro-09 ag RHSSe" > aii etiated at 

| ~itevO6 Sag oxtotidud © ot hie dasmqatevet rod seg Smawot 

peor fetrdeubai tins dabeif aiid yo? noLger oid te peget 

Daca | SAY. sbsiont. brie es TSdnuse sold taunaeo-sistae avl we 

Oren .S¥chet conden tro aeriveas s10F ‘te wae req baa’ 

vata swe) .tuthioo! xvole | aebyrd Ath aero eel fh 

yauel het ,vSevth ynter . (tlomdiey 8M vorbis i dogregth . 

$6 Bateriagtosdum LG syrel move bye war tem lee 

oid ni daeiatnt Letiv tue acneh .ynidsey bos Astana 

-oTg SsiTudnT srs dt. doveorUinpte aif bas vt ftp t saleeisa 

.norger tvo to yilreqeorg bag elvis: 

@oiyvtdels ont aosinguey ofrssn0 read eswehteoyt | a. 

-Stoftt&l bas erone ,.teviA yaten vet aébaud? to | 

» whites ‘ciingtie’ = Sripeue at aefin ereupe OOO l~ELS ylreen 

baw - civedng te seen téyeW bas bool sty Ted wend 

<etedriien: elsterq. serat ouis to dows oste nt gatiievit 

odd od mdotice to viabawod ‘aris wor? asdoderd@ et) 

“‘Tokusque ode wor? YB an@tised bie enogin Ye wtebtTeEth 


eideeo end my esd ie 
” . © 
a en Wy pe eer eee 


ANGUS, STONEHOUSE & Co. LTD. 


TORONTO. ONTARIO Phil lips 12423 


of the Precambria. Shield, it possesses vast treasure 

in pase and precious metal ores, great stands of con- 
iferous and hardwoods forests, huge reserves of pure 
water, and, surprisingly to many, more Hah one million 
and a half acres of arable land. | 

Be That this big region is growing is evident in 
its population gain from less than 150,000 a decade ago 
to approximately 220,000 today. While the area has made 
creditable progress in the development of its natural 
resources, it has only been able to do so in the face 

of great deterring factors. Northwestern Ontario has 
lagged behind some sections of Canada in development of 
its resources, in diversification and expansion of 
industry, while its population 93 years after Confeder- 
ation is but one person per square mile. One of the 
most richly endowed areas in Canada, ° LP Still!) is! onejof 
the most underdeveloped and most Sparsely tnhabited. we 
respectfully gubmit that our progress is being retarded 
by a freight rate structure that is no donger geared to 


the development needs of the nation and that national 


economic policy is thereby -frustrated. 


6. Any one who has lived in Northwestern Ontario 
and has even a cursory “néwieagé of the history of 
Canada would be the first to salute the massive achieve- 
ment of spanning the Canadian Shield north of Lake 
Superior with steel rails and the supreme accomplishment 
of unifying and opening up a new nation. We are told 
that the first rails of what was to become the Canadian 


Pacific Railway Company were laid in the western section 
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of Fort william ax one of that city's main thoroughfares 
is named for the syndicate that undertook so audacious 
an enterprise. As the Canadian Lakehead underwent the 
transition from a fur-trading economy to enerot lake and 
rail transportation the Canadian Pacific pullt the first 
grain elevators at Fort William and continued to opera te 
them until the grain industry attained sufficient dimensidn 
and maturity to assume this operation. The pioneering 
role of the railways in the development of Canada is an 
unquestioned historic fact and a thrilling chapter in 
our annals. Land grants and public assistance cannot 
dim the lustre of man's conquest of colossal physical and 
financial barriers to open its unpeopled. spaces to 
pioneers and put our country on the pathway to nation- 
hood. What we respectfully submit to the commission is 
the suggestion that the greatest development of ae 
and particularly Northwestern Ontario, still is to come. 
What is needed, in our view, to expedite such growth 
is a freight rate structure that will enable our rail- 
ways to function with maximum effect as a development 
force in furtherance of national economic policy. 
(oe Great as has been their role, however, rail- 
ways are not the only instrument of development in 
Northwestern Ontario. The very substantial capital 
investment, private and public, in our region during 
the post war era demonstrates the confidence of investor 
in the future of the area. It is our submission that 
this belief in the potential of the region requires and 


Should receive the protection of fair and equitable 
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transportation cos4us. 

om The Chambers of Commerce of Port Arthur and 

Fort William jointly are Submitting a brief to the 
commission but some general reference should be made here 
to the special position of the Lakehead. The twin cities 
occupy an important place in the economy of Canada - ag 
the rail and shipping crossroads of the nation, as an 
industrial centre whose products are consigned to many 
parts of the continent and as a distribution and supply 
hub serving Northwestern Ontario and Western Canada. 

Their population approaches 90,000 and that of the 
lakehead area, urban and semi-rural, is approximately 
100,000, or nearly one-half of the total population of 
Northwestern Ontario. Terminus of the St. Lawrence and 
Great Lakes deep waterway, the Lakehead is the third 
largest port in Canada in tonnage handled, yielding only 
to Montreal and Vancouver and approximately equalling the 
combined tonnage of the ports of Toronto and Hamilton. 

In a single navigation season up to 12 million tons of 
grain, iron ore, coal, newsprint, pulpwood, petroleum 
Products and general freight are handled by the twinports. 
In the opening, experimental seaway year, 131 ocean 
Ships called at the Lakehead. The harbors have 36 miles 
of protected waterfront, 26 grain elevators with a 
Storage capacity of 93 million bushels, largest of all 
ports in the world. Twelve storage and transit sheds 
represent 250,000 square feet of space with a combined 
capacity of 70,000 tons. Under construction is a $7.5 


million general cargo terminal, a fedéral project, to 
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berth both ocean aid lake ships, with rail and highway 
access. The two trans-continental railways have more 
than 350 miles of marshalling and industrial trackage. 
Industrial production embraces newsprint and fine papers, 
lake ships, aircraft components, tractor trailers, 
chemicals machinery, concrete and construction materials, 
wheat starch, jute bags, tents and awnings. Four pulp 
and paper mills make the Lakehead a large producing 
centre. 

9. With the entry of Newfoundland into Confeder- 
ation, the Lakehead is situated at almost the exact 
midway point in Canada. It stands at the terminus of 

a deep waterway to the nett heart of the country, a 
double-hinged gate Swinging open to the Great West and 
eastward to the ports and markets of the world. At its 
back door is an empire of forests, minerals, soil and 
water. With all these natural advantages, why has the 
development of the Lakehead and its sister communities 
of the Northwest been limited largely to résource 
industries? We do not pretend to know all the answers 
but a serious handicap to increasing and diversifying 
Secondary industry is the factor of distance separating 
our region from the populous market areas east and west. 
Importation of raw materials or components and their 
Processing or fabrication plus long-haul export to 
markets pose formidable barriers to competitive 
Operations. 

lo. We recently witnessed the transfer of commer- 


Clal production from the Fort William plant of the 
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Canadian Car Compary Limited to a Montreal, Quebec, 
plant of the company. Building of gas and diesel 
passenger buses and tractor trailers was inaugurated by 
the company here, employing up to 1,500 persdna in the 
post-war years, The operation developed a valuable 

pool of eee a and technical skills. It provided 
sub-contract work to other plants in the area and was a 
large purchaser of materials. In short, Can-Car was a 
major contributor to the general economy of the region. 
In announcing cessation of commercial Production at the 
Lakehead ‘and transfer of such operations to Montreal, the 
company stated that a comprehensive research study had 
determined that its competitive position would be enhance 
by the change. Transportation costs in connection with 
Lakehead operations were mentioned, Not only was the 
Can-Car decision a serious loss to the area but also a 
Severe blow to the Lakehead's prospects of attracting 
other manufacturing enterprises. 

ily It has been stated before the commission that 
it is not the function of railway freight rates to offset 
Seographical or other disadvantages of industries or 
areas. In practice, it would appear that the opposite | 
effect is Sought, to offset the natural advantages of 
Northwestern Ontario's central position and proximity to 
the deep waterway. This region seeks only practical 
recognition of its natural advantages within the rate 
Structure. Otherwise, any real decentralization of. 
industry in Canada must be regarded as a myth - impossibl 


of achievement in large measure. Balanced development 
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of the country wil. not ensue. Canada will continue 
increasingly to become a few densely populated and highly 
Met ialized islands in a vast land mass, development 
of which is stymied by distortions in the freight rate 
structure where statutory provisions do eae apply and 
where competitive factors do not exist, 
Ie), While other provinces have placed their special 
problems before Royal Commissions in the past Ontario 
largely has refrained until now from Similar action. No 
Study has been made of the position of the Northwest. 
It has been, in truth, a forgotten part of Canada whose 
progress continued in spite of rather than because of 
the freight rate structure. 
Dy partly at Pnemiaa thee Guen of the Northwest, 
the Government of Ontario recently made a submission to 
this Royal Commission. We urge the commission to conside 
carefully those references to our region included in the 
provincial brief. We wish to repeat here two observa- 
tions by the Ontario Government: 
Me) "..- in Northwestern Ontario, railway 
rates, aggravated by horizontal increases, can 
be a serious impediment to the development of 
its resources, the export of forest and mineral 
products and also to established trade channels 
and markets in that part of the proviince...n 
2) "The development of the whole northern and 
northwestern part of Ontario is now being 
cramped ... The railways, having freedom of 


action only in respect of a portion of their 
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total rave structure, are compelled to recoup 
themselves where they can, even if it be by 
rates in that area which either retard or 
prevent development of new traffic and which 
tend to drive away a ritrta nerd share of 
existing tratrics*.:.. 2% It appears to us that 
some of the rates in northern and indeed south- 
western Ontario are being maintained at levels 
higher than those made available to other 
Shippers for comparable distances, though they 
are contrary to the railways! own best long-run 
interests; there is a reluctance to sacrifice 
the immediate revenue, even though it would 
Strengthen the railways' long-term position....' 
14, This brief largely is concerned with Clause A 
in the terms of reference of the commission? 

"Inequities in the freight rate structure, 

their incidence upon the various regions of 

Canada and the legislative and other changes 

that can and Should be made, in furtherance 

of national policy, to remove or alleviate such 


inequities." 


tila gs While rate increases have totalled 157 per cent, 
it has been brought out clearly at the hearings to date 


the 75 per cent of the increase has been taken from 32 


per cent of the traffic revenue. Among the many 
hundreds of agreed charges in effect in Canada, a scant 
few apply in Northwestern Ontario. Many of our commun- 


ities and industries are in captive positions. We have 
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2 felt, therefore, the full force of horizontal percen- 

3 tage increases, Existing disparities have been accen- 

4 tuated. Unfair cost burdens have fallen upon the con- 

5 Suming public and industry alike, in relation to more 

6 developed and industrialized regions. Roniecauan percen- 
7 tage increases, in our view, seem unjust and unjusti- 

8 fiable. This system of increasing rail revenues penal- 
9 izes areas less able to absorb the increase to the 

10 advantage, competitively, of those areas where intensive 
1 rate competition prevails. We respectfully submit that 
12 to ensure a more just and reasonable distribution of the 
13 freight rate burden some other and more equitable system 
14 Must be devised. 

15| 16. Sales Management, a research concern; of 

16| New York City, reported in the ibetiewa daily press that 
17 Fort William households spent $13,487,000 on food in 1958. 
1g, Among the interesting statistics was the amount of S278 
19 for food per household. For Canada the average was $807. 
90 The outlay for food in Fort William represented 32 cents 
91] Of every retail dollar. For Canada the average was 

22|| Quoted as 23 cents. Similar statistics were given for 

23| Port Arthur and it is reasonable to assume similar costs 
24] throughout the Northwest. Either Lakeheaders were 

25|| living ‘high, on the hog' in 1958 or they were paying sub- 
26| Stantially more than their fellow Canadians for their 

27|| Sroceries. How large a factor was the cost of transpor- 
28| tation in this glaring disparity in food bills? We 

29|| cannot Say but the head of a Lakehead food brokerage 


30 firm that carries substantial stocks for distribution 
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1 

D locally and regicz lly makes this observation? 

3 "We have felt for years that some freight rates 
4 in this territory are so excessive that they 

5 reach the point of being ridiculous. Just to 
6 give you one case that has Sus to our atten- 

7 tion recently. we represent a large pickle 

8 firm located at Toronto. This firm is able 

9 to supply its pickles from Toronto to Montreal 
10 at a rate of around 45 cents per hundred pounds. 
11 . They ship their pickles from Toronto to 

12 Winnipeg in summer at $1.57 and in the winter 

13 at $1.65 per cwt. For us to ship the same 

14 firm's pickles from Fort William to Kenora, the 
15 best rate we can get is $1.85 per cwt. ‘The 

16 distance from Fort william to Kenora is less 

17 than from Toronto to Montreal. This example 

18 is typical of many freight rates that exist 

19 in this part of the country." 

20|| 17. By personal contact and correspondence, our 


21| @8Sociation discussed their transportation problems with 
22| @ number of business and industrial concerns. Lypieal 
23| Were the comments of the manager of a relatively new 

24] enterprise that has been trying to develop larger markets 
25] for its paper products in Western Canada and mid-west 


26|| United States. He observed: 


27 "The freight rates generally out of Fort William 
28 are very restricting with regard to developing 
29 and maintaining business. Due to rate changes 
30 and methods of shipping from both Eastern 
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1 

D 4 Canada ard the west Coast, we are finding it 
3 increasingly difficult to keep the markets we 
y already have in the Prairie provinces. 

5 "You are aware that there is a éeneiwawe flow 
6 of empty box cars from the Mveueaa to Winnipeg 
7 and West, yet our rail rate to Winnipeg is 91 
8 cents. We could ship a car of newsprint from 
9 the Lakehead to St. Louis, Missouri, routed 
10 through Winnipeg, ata cost of 78 cents per 

11 ae or 13 cents per cwt less than if this car 
12 had Winnipeg as a final destination. 

13 Similar inequalities exist when Shipping by 

14 rail to any point in the United States. 

15 Regarding Canadian Shipments, one instance 

16 comes to mind. A carload of newsprint can 

17 be shipped from Three Rivers, Quebec, to 

18 . Fort William, approximately 1,200 miles, at 
19 a cost of $25. per ton. However, a carload 
20 of newsprint from Fort William to Saskatoon, 

21 approximately 850 miles would cost $38 per ton. 
22 "Regarding truckers maintaining rail rates, 

23 this seems to be a very flexible point with the 
24 truckers charging exactly what the traffic will 
25 bear. There are some instances where the 

26 trucks are higher than the rail rate, particu- 
27 larly on bulky materials of light weight. 

28 Since a good percentage of our business is done 
29 in Winnipeg, and all our Canadian business in 


Western Canada, I shall take Winnipeg as a 
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-.. bagis ff. comparison: 


TRUCK RATES 

Winnipeg 450 miles 84 cents per cwt 

Duluth 200 miles 29% cents per cwt 
Minneapolis 360 miles 53-cents per cwt 

Toronto 950 miles 85 cents per cwt 


The inequalities in these rates Fd immediately 
apparent, with the shipments west fron the 
Lakehead being penalized." 
18. An engineering and manufacturing company which 
handles 2,500 tons of material and products by rail, 
truck or ship in a year, and does most of its business 
in Northwestern Ontario, reports 
"It 1s our manufacturing operation that has 
suffered through the increased freight rates 
as we must compete with outside firms for this 
part of our business. We find it more 
difficult than in the past to pass along in- 
creased rates to our Customers. We find 
truckers maintain rail rates practically 100 
per cent. Our retail business is curtailed 
as well, especially west of here at Fort 
Frances, Rainy River, Kenora and Dryden where 
Winnipeg firms seem to be able to compete 
against us. 


19. A company whose plant primarily was built for 


the construction and repair of ships has survived geo- 
Sraphical restrictions by expanding into manufacture of 


| Pulp and paper mill machinery, industrial work, millwerk 
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2 and structural steel. dats reports: 


3 "Since the war there has been considerable 
4 Shipbuilding but high freight rates involved 
5 in bringing materials to the iavekand have 
é pretty well put us out of Boats ct tak with 
7 Collingwood and the yards on the St. Lawrence 
8 River. You will, therefore, appreciate 
9 that every time the freight rates increase, it 
10 Just puts us that much futher out of the 
11 picture. On our other work, it is also a 
12 serious matter for us, because a lot of the 
13 work we do ts not for this area, and the 
14 higher freight rates go the more difficult it 
15 is for us to compete. 
16|| 20. After thorough research into the economic 


17| feasibility of the project, a forest products plant was 
18] built in Northwestern Ontario just a few years ago. Its 
19] main market was in Eastern Canada and its principal 

20] Competition B.c. fir Plywood. The beteiests of this 

21| firm indicates the hazards facing new enterprises in our 
22] region under the system of horizontal percentage increases 
23| 1n the freight rate Structure when applied only to a 

24) Portion of the industry; Because of United States rail 

25] Competition the last 1/ per cent rate increase was with- 


26| drawn in the case of B.C. fir producers and later for 


27| Edmonton and Grand Prairie points. The firm reported: 
28 "In roof sheathing and sub flooring our only 
29 competition are the B.C. mills. The effect of 


the freight rate has been to increase the cost 
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jb of a SINGLE MILL, 
"As such, we feel the rate to be discriminatory|. 
If such pattern is allowed to continue, we can 
be faced with the same rate ae Nipigon to 
Toronto as a ee to Toronto, which would 
ruin the eastern industry, dependent as it is 
on smaller logs than the B.C. competition. 

es Another example of the harsh effects of rate 

changes on Northwestern Ontario economy is found in the 


fishing industry. The area from Kenora to Armstrong, 


on the C.N-R., Ships approximately 2,200 tons of fresh 


fish annually mostly by railway express. The proximity 
of Lake Erie (which produces 60 per cent of the Ontario 
catch of fresh fish) to the markets of Ontario and the 
nearby ee give it a distinct advantage, When the 
market is glutted the six to seven cents per pound express 
charges from Northwestern Ontario increase the difficultie 
of selling in the eastern markets. Apart from offering 
lower rates on carlots and larger shipments to one 
destination, no helpful consideration was given to the 
position of the area fishing industry. As Northwestern 
Ontario points never have carlots and seldom 10,000 

pounds to one destination, such quantity condessions are 
Practically useless. Then, on June 15th, 1959, lower 
rates were put into effect from Winnipeg to Eastern 
Ontario and Montreal. On a classification weight basis, 
less than carload rates, Winnipeg to Toronto, were set 
at $4.45, $4.25 and $4.00. ‘The Winnipeg-Montreal rates 


were similar. The rate from Hudson to Toronto remained 
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$4.70 arid to Montrcal $4.95. Aaa 25 cents for ice and 

box and the actual rate from Hudson to Montreal was 

$6.19. A fishing firm executive reported: 
eoegs | At first we were peta ere that these 
rates would apply to intermediary points in 
Northwestern Ontario but were aes: informed 
that they did not apply, that the rates were 
to meet truck competition from Winnipeg only. 
"The truth is that the express companies have 
truck competition from points in Northwestern 
Ontario. For instance, when a Detroit firm 
wires Hudson or Kenora to ship the fish con- 
Signed to them via Winnipeg the express company 
gets only the short haul to Winnipeg and the 
trucker gets the long haul to Detroit. ‘This 
competition will become greater as the roads, 
(eat the Trans-Canada highway, become 
better and secondary roads are hard surfaced. 
"It 1s submitted that it is an injustice that 
fish shipped from Northwestern Ontarig should 
have to pay larger express charges than from, 
Winnipeg, Manitoba, on trans-continental 
trains passing right by our doors." 

FOREST PRODUCTS INDUSTRY 

ee. The forest products industry is the principal 

Pillar supporting and sustaining the economy of North- 

western Ontario. It is the sole or major industry of a 

half dozen of our communities and a vital factor in the 


Prosperity of others. Raw wood harvested in the region 
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is transported to rlants by water, truck and rat ly: It 
is estimated by timber operators that rail haul of pulp- 
wood steadily has decreased from more than a quarter of 

a million cords to less than 50,000 cords eres One 
reason: Successive horizontal percentage increases in 
rates. Rigidly applied rate hikes thus have cost the 
rai, carriers large tonnage and revenue while the operator 
were forced into roag construction and trucking to hold 
the cost line. Other concerns were compelled. to curtail 
operations or ceased business altogether. | 

23. fo illustrate the trend we cite the case of an 
experienced and successful Northwestern Ontario timber 
operator. He wanted to accept proferred orders for 
substantial Supplies of raw wood but his statistics 
determined that current freight rates prohibited a break- 
even operation. He sought revision of the rate nut to 

no avail. His plea to high executive levels of the 
State-owned railway were accompanied by a frank warning 
that under existing conditions no woods operation would 
ensue. No action resulted. When, however, it became 
apparent that the operator meant exactly what he said, 
railway representatives indicated eagerness to discuss the 
Situation anew with a view to rate readjustment. It was 
too late. The woods camps were empty that winter. The 
operator estimated the railway lost $463,000 in revenue, 
while hundreds of Ppulpwood cutters remained unemployed. 
Ironically, while this dead loss to the regional economy 
°ccurred, the federal government wrestled with the problem 


of Stimulating winter employment. The state-owned 


,fhetopae seurt Amer “bine fi 4 
deg tieey te tuayl Let 2 Bid ised 


fo Yedysup Beds  eTom mart begeervel: eed Ell 


PvP ti fsuake-edron 000, oF nda suelo abred: a 


"| 


ageatnestsq Lernos lod ev teescauS. ¥ 


ent fech sy envacdd &svli, 8361 bed fqq8 vitae. et te 


> ee ee 
i2 Su ho 7 Vir 


-tiw sornevet fie exevncd sagel aveikr ss. ; 


+ * ‘ cart 
CIT o J Pee = a Dh 


of riisusd bore no be bwetaioo DeSs oom? Beore 
ist Rs tu" 3’ Belilsqgian SrewW atlrsaone & 1S8i7 ons Ze 


wid syod te aeentaya 68aneo ter se 


. ut 


ira io saty & : sw titeyT? 8 etserteuiit of =) - € 


vaddis. Stendn® iseeswleao Ci/téeecoue bey a 
as 


svsbko beineterg dassoe ov badiréw si  Weetereme 
: : ms - , 7 
4 if tess 1, one Boo wer id sstiqgue is: 


# 


sxd. & bed fa. sq esinr giptee) Jase ts Jady ose 
— al ¢ ¢ “nu ere => ( » ip ie * ” of 
ot Une ser on ¢tatve, tdgwos oR sao Saqo. 


TL sexe ath | 2419 ais . fbsve 


— 


Sutrview distr? & yo Heth egaeso! ow ybwi per bstiworh 


hLluow nohtersq Wobw onsenebittucos anlvetine shay 


enfoed | Pr ‘ t ffs 3 ‘ “7 3Ci 4 . SS ad he | é 4 
> ; ir 
hy 
‘ inal a 9 4 , 
a othe ‘ed. deriw yokes Toes Tose TSgo OAy Pais —. qs 
, 
6a aguseth of easiritegss bet soing t savise  Neeerget ¥ Lier 
; he ele ah , : ade 
pew JT oa MEMES Heot Sv e7 j wally & rid oe were rade re , 
N x a | 
‘srt, ejitw tend Ylqme srs -aqiveo Bboow aniT ‘a 


jepaawer nit 000, 6044 gaol yawiter apis bas omiges xe 
as 


) 


boysiqarne feotemen sists bot iug iy abedh 
; ‘ a! 


mae fend tae ed?’ G2 aaol tagh wicd eitdw ., bien 


cn 
ili = = og siete ied 2 


Womed vit 


ANGUS, STONEHOUSE & CO. LTD. Phill ips 12438 


TORONTO, ONTARIO 


railway's protrac‘sd obsession with a rigid rate structur 
nullified the state's efforts to Spur employment and, in 
so doing, disrupted the conversion of the area's natural 
resources into new wealth - merchantable eidbert jobs, 
payrolls. 
24, None will deny that rates compensatory to the 
carrier are a simple necessity if railways are to geste 
efficiently and ensure a dacacadare profiteretum, “but 
in the case of the forest products industry of. North- 
western Ontario it seems evident that the horizontal 
percentage increases have carried the rate Structure to 
the point of no return at all, . either fon the railway 
or the timber aoneetn resubidtéa to the use of rails. 
This can be illustrated by the experience of a long-time 
lakehead firm that Shipped raw wood 175 miles by “PaDin 
ite eo seas 
"In the first shipping season in the Fall of 
1945 we Shipped on a rate of 83 cents per 
hundred pounds for wood weighiing approximately 
4,500 pounds to the cord. The Preight eons 


per cord was approximately $3.80. This was 


the so-called export rate as this wood was for 
an American company. mieedomestae rate was 
perhaps 3 cents less for wood shipped to 
domestie mills. The domestic rate is really 


a 'remanufacture and furtherance! rate. 


"Since 1946 the rate has gone up steadily with 
the various increases which have been imposed 


from time to time. On each occasion we 
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; 

D express2¢ our concern to the railway of arbi~ 

3 trarily putting up rates on a bulk commodity 

4 Such as pulpwood, especially since this was a 
5 volume business of vital carbene the railways 
6 in this territory. 

7 “By 1958 the rate had risen to 19 cents per 

8 cwt on a rate agreement of 4,300 pounds per 

9 cord ¥ With this’ raise our freight was costing 
10 uS approximately $8.17 per cord. With the 

1 imposition of the new increase of December 

12 ist, 1958, our freight rate for export class 
13 rose to 22 cents per cwt, or $9.46 per cord, 
14 "These rates most definitely had an effect on 
15 the volume of business we have been able to 

16 generate at this point. In 1946 we shipped 

17 approximately 8,000 cords. This figure rose 
18 tora btotal tof 25,000 cords in 1951. Since 

19 that time our total volume dropped off to 

20 2,000 cords in 1958. We had a small operation 
21 in 1959-60. 

22 "There is an impressive list of companies that 
23 at one time shipped on these western lines who. 
24 have since ceased to do business altogether. 

25 “Some of these companies were: Nekoosa -Edwards, 
26 Hammermill Paper, Nipigon Lake Timber, 

27 Newaygo. Even though the curtailment of 

28 export quotas eventually would have reduced the 
29 operations of these companies, one of the 


primary considerations was the high cost of rail 
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wood due to the freight rate structure." 
2). It appears obvious that insofar as railway 
traffic in pulpwood is concerned, the carriers in 
Northwestern ontario already have gone vane the point 
of no return. They have lost a position of reasonable 
rates and high volume and been reduced to one of very 
high rates and very little volume. Both the railways 
and shippers have suffered. Like every other business, 
the railways have had to increase rates but the throttling 
effect on pulpwood rail haul would indicate the increases 
have been excessive on raw products of bulk such as 
pulpwood. This condition is aggravated by rates on 
United States lines in the lakes area which are generally 
about half the rate of the Canadian railways. We 
respectfully submit that somewhere in a rate structure 
there should be a rate with which both railway and shipper 
can live, enabling the carrier to recapture a heavy load 
of tonnage and the pulpwood company to operate profitably. 
26. Are the railways making a maximum effortto sell 
their services to shippers? H. H. Styffe, timber 


Operator, Port Arthur, and EE. G., Charnock, chairman, 


’ joint transportation committee Lakehead chambers of 


Commerce, appeared as witnesses before the House of 
Commons Standing Committee on Railways, Canals and 
Telegraphs, on Thursday, April 16th, 1959. Part of 
the transcript of testimony was as follows: 
"Question: mr. Styffe, I understand in your 
part of the country it is a very simple thing - 


to make optimum use of freight cars, because 
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2 pulp is <. relatively clean and easy to pack 

3 in freight cars. Do you feel that the railway 
4 are making the maximum effort to sell their 

5 service and make full use of their empty 

6 freight car storage capacity, which is 

7 available from time to time on the line, to a 
8 degree that they can give you some concessions 
9 for giving them volume, in:terms of your par- 
10 ticular industry?" 

11 "Mr. Styffe: They have proved - I would say 
12 the railroads have gained benefit from the 

13 pulpwood movement because our pulpwood movement 
14 takes place largely in the winter time, and 

15 mostly with gondola cars in Our particular area. 
16 We do not handle too much box car movement in 
17 that area - gondolas which otherwise perhaps 

18 are busy in gravel or some other types of 

19 material like coal, during the summer months; 
20 and I think pulpwood has worked to their ad- 

21 vantage in that they have been able to keep 

22 otherwise idle gondola cars busy during the 

23 year. 

24 “Ia regard to clean handling, something was 

25 deaetodea the other day in connection with 

26 grain hanes: That is, grain people said 

27 there was not so much by way of storage 

28 facilities. We are in much the same position 
29 because no railway is required to put up any 


“ Other facilities than to put the cars on the spu 
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Most of ihe pulp and paper companies and 
contractors move very quickly, the same day, 
unloading is. also quite rapid, so we do not 
have to hold up cars at the atias end, as with 
grain. Very often we are siteie the same day 
or two days. 
"Another point which I wished to bring out in 
connection with volume movement on traf iiic; 
which I think is so important to the railways! 
business is: These domestic rates on pulpwood 
from the large papermill companies are getting 
quite high. While they have been unable to 
get the rates reduced, they have. faced these 
higher rates, but there has been a trend towards 
moving truck roads into their limit areas to 
avoid using the railways. Personally, for 


the railways! sake, I believe it is unfortunate 


because we have vast quantities of pulpwood 
Wuteh Should normally move by rail. 

Mr. Chown: Just one complementary question: 
are you satisfied that the railways - without 
trucking competition in your particular area, 
and in connection with your particular industry 
- are doing a real job of selling their 
Services and keeping their freight cars loaded 
at all times with this valuable product that 
you are putting up? 

Mr. Styffe: I think the direct answer to 


that, in my opinion, would be no, for the 
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reason ti):at while the railway people in the 
local level have been very sympathetic to this 
problem, it seems to me by the time they attempt 
to get the problem all the way Phacerh the 
chain of various headquarters aud on up to the 
top, that somewhere along the line the request 
get buried. i believe a good hard look needs 
to be given to the possibility of retaining 
this great volume of traffic for themselves. 
Mr. Fisher: If I may interject there, [I 
brought this question up whth mr. Gordon, 
inasmuch as the Canadian National R ilways run 
through the greater protion of the pulpwood 
region, and he insisted the railways did every 
thing they could. I think the facts that 
saotcas the contention of Mr. Chown's question 
are these: that we know of no case in any 
Particular region where an agreed charge has 
been made for volume movement of pulpwood. The 
trend that Mr. Styffe has remarked upon has bee 
very noticeable, especially that the firms and 
companies are developing their own private 
trucking on their own roads despite the very 
high cost, rather fhan use the railway lines 
running through pulpwood country, and yet the 
fact that the railways have not risen to the 
occasion has led to what everyone would say is 
a high-cost way of moving this particular 


product either to the mill or to the Lakehad 
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for exauyle. 

Mr. Bell: Well, Mr. Chairman, I think we 
Should be fair and so I say that because there 
is not an agreed charge it aSee Kee necessarily 


follow that that is the railways' fault. 


Mr. Charnock: -. There has been no attempt to 
8 accuse the railways of anything in that respect. 
9 The only thing is that the rate Structure may be 
10 quite in order from a rate-making point of view, 
11 but in connection with the economic factors 
12 that our people have to meet they are not - the 
13 Structure is not such that it will move the 
14 goods." 
i 27. Vulnerability of Northwestern ontario's forest 
16] Products industry to continental and world competition, 
17|| because of increasingly high costs, was pointed up in 
18] 4 recent announcement by leaders in the industry. Mr. P. 


V. LeMay, president of the Northwestern Ontario Timber 

Operators Association, at the annual meeting of the 

organizatidn this year, stated: 
"High cost of production as well as our present 

| excessive transportation costs continue to be . 

major problems facing the producers of North- 
western Ontario. Imports or record-breaking 
quantities (of forest products) to the United 
Kingdom from Russia have had a detrimental 
effect on Canadian exports and competition for 
markets is becoming keener. Those of us engage 


in the production of pulpwood for our local mill 
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are inci-ectly facing competition which is 
equally keen. This competition is not only 
of a national character, in which we must 
compete with provinces anny dieadoues labor 
costs, but is also an ieee ras problem. 
Wood costs in most of Europe, in the lake 
states, in Southern United States and on the 
west coast are all lower than our down. In 
addition, when we export our finished products 
to our major customer to the south of us, we 
are faced with a further loss due to the 
discount on the American dollar." 

28. Julian Merrill, president of the Ontario Forest 

Industries Association, recently declared that the 

threat of competition from Soviet Russia in the world 

newsprint market, currently dominated by Canada, is 

increasing. He noted the purchase by Russia of two new 
284-inch newsprint machines to give it additiondl tonnage 

Production to use in the economic war. Russian and 

Scandinavian lumber will undersell Canada in European 

markets, he said. Before the Northern Ontario Economic 

Development Committee, Mr. Merrill testified in April, 

1959, as follows: 

"The Peetesaeidetceieut rates on pulpwood has 

only served to put this industry in an unfavour- 

able competitive position with mills in other 
countries, especially those in the south- 
eastern United States, where pulpwood is hauled 


much longer distances for a much lower cost. 
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1 

9 This int ease has also placed a hardship on 

3 Small communities lying at the greatest dis- 

4 tances from the mills. These communities are 
5 dependent largely on payrolls on. by woods 
6| 22 operations and in certain instances these 

7 i. operations have been curtailed because the in- 
8 creased cost in freight has been so great as to 
9 make it necessary to secure our supplies of 

10 pulpwood elsewhere. In addition to limit 

11 operations, small individual operations have 
12 been eliminated from our purchase Suppliers 

13 and here in turn there have been instances of 
14 hardship imposed. 

15 For example, the rate from Valora to Fort 

16 William has been increased 64 cents per rough 
17 cord and from Sioux Lookout 86 cents per cord, 
18 from Hidson $1.30 per rough cord and $1.45 per 
19 cord of dewatered wood." 

20 THE CHAIRMAN: Gver what period? 

21 MR. PHILLIPS: That was in the season, I 


22|| believe of 1958/1959. 

23 THE CHAIRMAN: In one season? 

24 MR. PHILLIPS: No, I am not competent to tell 
25] you that, sir. 

26 29. Horizontal percentage increases in rates have 

27| hit the Northwestern Ontario forest products industry with 
4%) threefold effect: In the rail haul of wood, in the cast 
29 of incoming supplies and in long-haul shipment to customer 


VU Our association was informed that in the case of one plant 
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the 17 per cent in  rease, before application of the $20 


million subsidy, would have increased company costs by 


a total of $589,097.94. The added freight costs on 


outgoing products would have amounted to $142,097 and on 


incoming materials and supplies $447,000. 


The following 


indicates the increased cost per ton on major items, 


based on the last 17 per cent horizontal percentage 


boost: 
RAW MATERIALS FROM EASTERN POINTS OF ORIGIN 
Nov.l, 1958 Dec.1, 1958 

Alum Arvida $26.20 $30.80 

Valleyfield 24 40 28.80 
Rosin Size 27.80 32.80 
Chlorine Sarnia 40,20 47.40 

Beauharnois 27.80 33.00 
Caustic Soda Sarnia 26.00 30.80 

Beauharnois 27.80 33.00 
Sodium Chlorate 28.20 33.20 
Sulphur Dioxide 21.40 25.40 
Sulphwic Acid 28.00 33.00 
Salt Cake 21.80 26.00 


RAW MATERIALS FROM WESTERN POINTS OF ORIGIN 


November 1, 1958 


December 1, 1958 


Lime $ 9.20 $10.80 
Salt Cake 12.60 14.80 
Chlorine 36.00 42.20 
Caustic Soda 24.80 29.00 

30. This particular plant employs more than 1,600 


Persons and has a payroll in excess of $6,600,000. The 
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grave effect of lo -izontal percentage increaseson its 
3 competitive position is apparent, because in the com- 
4 petitive economy existing for the past several years only 
5 minor increases in the price of its products have been 
6| Possible; in fact, certain products warcanedva reductio 
yj in the selling price in 1958 and the increased freight 
8 costs have had to be absorbed by the company. A company 


9 spokesman observed: 


10 "It 1s submitted that industries in Northwester 
1 Ontario cannot continue to absorb arbitrarily 
12 increased freight rates without increasing 

13 selling prices. In the highly competitive pul 
14 and paper markets today this is not possible an 
15 it is submitted that the Northwestern Ontario 
16 area should receive special consideration so 

17 that manufacturing industries so vital to the 
18 economy of the area will not be handicapped 

19 more than they are now or even be forced to: 

20 close down. Just as important as the effect 
21 on existing industries is the effect on 

22 prospective industries that may be planning to 
23 establish in Northwestern Ontario. It is 

24 believed that the high freight rates now in 

25 effect will deter development of our natural 

26 resources and thus the economy of Northwestern 
27 Ontario and Ontario as a whole will suffer." 

28 31) Northwestern Ontario's lumbering industry 


29| similarly has experienced the full brunt of horizontal 


Percentage increases - on sawlogs to mills and on lumber 
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shipments. At the same time B.C. fir enjoyed exemption 
from the last rate boost as indicated in the following 


table: 


LUMBER RATES WEST COAST-DOUGLAS FIR AREAS 
Prior to increase Current Increase 
Vancouver to Port Arthur S25) $ 157% #223 
Vancouver to Toronto L25e 1.58 no increase 


Portland Vregon to 
Porth Arthur Lt v3 1.53 no increase 


Portland Oregon to | 

Toronto ie <, 1.58 no increase 
The Lakehead thus pays 16 cents per hundred pounds more 
than to Toronto, approximately 1,000 miles farther east. 
At the same time the rate from Port Arthur to Toronto has 
been increased from 63 cents to 75 cents, a boost of 12 
cents per hundred pounds or approximately $2.40 per 
thousand board feet. Sawlongs shipped to the lakehead 
from a regional points, for example Valora, also are 
under a rate increased from 10 cents per cwt to 113 cents 
or 13 cents per cwt, or 67# cents per cord, based on 
rough jackpine weighing 4,500 pounds per cord. One cord 
of wood will produce 500 FBM of lumber, which makes the 
increase on lumber $13.5 per thousand feet. The total 
increase therefore is $3.75 per thousand board feet. In 
comparison, spruce lumber shipped from Prince George, 
B.C., one of the largest shipping centres for western 
Spruce, experienced a rate increase of only 3 cent per 
Cwt (from $1.52-3/4 to $1.53¢) or 10 cents per thousand 
board feet. A lumberman observes: 


"we unfortunately cannot pass this increase of 
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$3.65, che difference between our increase 
and the western increase, on to our customers, 
for with the volume of western inion cae is’ 
Shipped into Ontario they set ne market which 

"means we are forced to abeore khis increase, 
which frankly our industry cannot stand," 

32. While existing pulp and paper mills have 

improved and expanded plants in recent years to bolster 

their competitive position, no new mills have been built 
in Northwestern Ontario in more than a decade. The 

Canadian Institute of Forestry, Northwestern ontario 

Section, reported to the Gordon Commission that, by 

comparison, new capacity in the Southern states region 

undertaken in the mid-fifties was the equivalent of 14 

new towns the size of Marathon or Terrace Bay. 

The association declared: 

"A comparison on a mileage basis of rates for 
railed pulpwood in the United States and 

Canada shows Canadian rates to be very much 
higher. Freight rates must be realistie for 
bulk materials. Present rates limit or 
prohibit the selling in available distant market 
of wftany forest products which could be manu- 
factured in this area." 

33. The Anglo-Newfoundland Development Company, of 

Grand Falls, Newfoundland, was granted a licence to a 

Crown timber limit in the Sioux Lookout area on condition 

that a pulp or pulp and paper mill with an initial 


Comsumption of 150,000 cords of pulpwood per annum be 
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Pectenced by May 1:.t 1959. Since that time, the company 
obtained a three-year renewal of its agreement until May 
lst, 1962. Market and other conditions were given as 
factors in the postponement of the Seunaiyee plans, but 
excessive freight rates tend to delay or ni sentente 
capital investment in new forest products enterprises. 
34, Because our pulp and paper products are 
exported, it is imperative that they be able to compete 
in world markets. High transportation costs not only 
weaken their competitive position, but tend to impede 
the development of the forest products industry potential, 
based on this great natural resource. Furtherance of 
national economic policy consequently is frustrated, 
Progress is penalized and the railways! own efforts to 
increase revenue defeated. We urge the commission to 


examine this situation in the national interest. 
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--- On resuming after the recess. 

THE CHAIRMAN: Mr. phillips? 

MR. PHILLIPS: Mr. Chairman, this is the 
last portion of the brief, and I believe it does hold 
= master key to our economic future, and I would 
like to read that portion to you, sir, 

THE MINING INDUSTRY 

cise The mining industry of Northwestern Ontario is 
a young giant just beginning to flex its muscles in the 
production of iron ore, copper, gold, silver and Zinc. 
While the gold mines primarily are consumers of materials, 
with little freight backhaul, transportation costs 
nevertheless play an important part in whether or not a 
mining are and its related activities, such as 
townsite development, exploration and development survive 
in the face of all other rising costs of operation. 
6. The Red Lake gold mining area, with five 
producers, is remote from a railhead and must rely on 
trucking principally for transport of its goods and 
Services. The railways have lost and continue to lose 
an ever greater share of tonnage to the trucking industry 
on both eastern and western. hauls due to lower delivered 
cost. Figures show that the trucking tariffs give the 
Red Lake mines a Saving of approximately 27 per cent over 
rail and truck, excepting in carload lots of commodity 
goods, such as steel balls, cyanide, lime, cement and 
Other materials. It is unfair to the railways in one 
Sense, that the mines give them only those goods which 
Cannot be transported by truck at a more reasonable rate 


but costs make it a necessity and imperative to their 
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survival. On this point a mining executive comments: 
"The gold mining industry cannot pass along 
increased costs but must meet increases with 
greater productivity, closer peyaieteias of 
internal costs and reduced labor force. This 
generally means smaller Supporting industries, 
smaller townsite, cheaper services, restricte 
exploration which tend to reduce the Surge of 
growth needed to expand our northern frontiers.' 
Che Copper-Zine production in Northwestern Ontario 
is comparatively recent but a substantial segment of our 
mining industry. For overall Stability, it seeks world 
markets rather than restriction to United States users 
with accompanying quotas and similar hazards. But 
application of the Canadian freight rate structure would 
seem to deny our copper-zine mines entry into overseas 
markets. Willroy Mines Limited, of Manitouwadge, is 
a case in point. Though remote from Eastern Canada and 
American smelters, Willroy is within reasonably short 
rail haul of Lake Superior and a seaway lane direct to 
Europe. This compensating factor, it was felt, placed 
Willroy in a most favorable position to compete. The 
rate for zinc concentrates from Willroy to Port Arthur; 
however, is $5.10 per ton. ‘The rates to Noranda, 
Quebec; [aSalle, TIllinois; and Newcaytle, Penn., 
average out to 1.1 cents per net ton mile whereas the 
$5.10 rate to the Lakehead works out to 1.8 cents per net 
ton mile. A Willroy executive obs#rves: 


"Our view is that this rate is extremely high 
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for our type of product and is the deciding 
fagtor in cutting us off from markets easily 
accessible by water from Port Arthur. Our 
company operated during 1958 at ‘ net loss of 
$557,488.73 and during this exes we paid out 
$988,689.35 in freight charges. These charges 
of course, were at the old rates before the 
17 per cent increase. Any freight increase is 
an extreme hardship to us and further increases 
are beyond all reason. We are beginning to 
wonder how long it will take to squeeze us out 
of business." 

We submit that this base metal producer is refused access 

to world markets by excessive rail charges to the new 

inland seaway, built at a cost of hundreds of millions 
of dollars of public funds presumably to spur the 
economic development of the nation. We urge that rail 
transportation rates for primary products in Northwestern 

Ontario be on a parity with rates elsewhere in Canada to 

enable water shipment to world markets and to encourage 

greater development of our mineral resources. 

38. It is in the iron ore resources of Northwestern 

Ontario, however, that the potential of our region is 

most clearly discerned. In our view, this largely 

untapped treasure is a challenging cry to Government to 

Pursue with vigor a national economic policy to spur 

Srowth by gearing transport, power, natural gas and 

Other services to resource development needs. A dynamic 


response to an integrated development formula would enrich 
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the national econ»r.y, broaden employment and population 
and generate immense new volumes of traffic for our rail 
carriers. 

39. Lest the commission Suspect us of incubating 

a visionary virus, we put on the record the considered 
view of top geologists and mining authorities that this 
region is capable of producing between 40 and 45 million 
tons of iron ore within the next two decades. The 
Gordon Commission estimates that in 25 years Canada's tota 
production of iron ore can rise to 85 million tons 
annually. The United States is, and undoubtedly will 
continue to be, the largest single market for Canadian 
ore. Currently, consumption in the United States 
amounts to about 140 million tons of iron ore per year. 

It has been forecast that steel output in the U.S. will 
increase by 50 per cent in the next 25 years, requiring 
210 million tons of iron ore annually. At the same time 
it is estimated that iron ore output in the United States 
Will have declined from the present level to about 115 
million tons by 1975 and possibly a further five to 15 

per cent by 1980. The United States deficit in iron ore 
by 1980, therefore, will be in the order of 100 million. 
tons a year. This woyld, in effect mean the importation 
of 100 million tons a year in 1980. If Canada were to 
share proportionately with other present sources of supply 
the Canadian export to the United States might, therefore 
be about 70 million tons a year in 1980. 

ho, The Gordon Commission estimates a threefold 


increase in domestic steel output by 1980. If this 
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forecast is realized, say our mining authorities, 
bWhauian iron ore vequirements also would increase about 
threefold or to slightly more than 15 million tons 
annually. Owing, however, to corporate, geographical 
and metallurgical considerations, ‘ueenie ron the Unite 
States to the extent of one-third of Faradiae requirement 
may @ntinue 25 years hence. Therefore, roughly 10 
million tons a year of domestic iron ore would be consume 
by the steel industry of Canada in 1980. The great bulk 
of our eet alt consequently must find foreign markets. 
41, In export markets, Canada has many competitors, 
both present and potential, such as the taconites, 
jaspers and other beneficiating ores of the United States, 
the high-grade direct-shipping ores of Venezuela, Brazil 
and Liberia, and in Europe itself. There is no 
Shortage of inon ore materials in the world as a whole, 
although regional shortages exist. Walter Bannister, 
Steep Rock mines Limited executive, observes: 

"The growth of the iropore output in Canada 

will depend on the continued competitiveness 

of the country's ores in American and world 

markets." 
It is superfluous to mention how vital a role is that of 
the railways in helping to maintain the competitive 
position of our established and prospective producers in 
markets already served by low-cost South American and 
African tron-ore producing nations. 
Ao, Steep Rock Iron Mines Limited is a firmly 
established producer on the great Steep Rock Range. The 


dramatic saga of diverting rivers and draining lakes to 
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reach the rich hizi.-grade ore is now well known as an 
acknowledged engineering triumph. Perhaps less well 
known is the early and prolonged struggle to improve its 
competitive position. The company suhevenes agreed 
charge on ore haul today but during its aaaiiee phases 

of development, it suffered from acute disparity in'‘rates 
in relation to the Mesabi Range mines, in neighboring 
Minnesota. The company tried unsuccessfully over a 
protracted period to achieve revision of rates comparable 
to Mesabi operations. It is academic to discuss now, 
but if the Steep Rock pioneers had been less resolute, 
less resourceful and tenacious, the project might have 
been abandoned. The flourishing community of Atikokan, 
of 7,000 souls, would still be a rail whistle stop and 
the- transportation systems, lake and rail, would be 
minus the more than $71 million in freight revenue paid 
by Steep Rock Iron Mines since operations began. This 
Mining concern's history is cited only to support our 
Suggestion to the commission that it give serious con- 
Sideration to the transportation costs of venture capital 
Pioneering the development of our natural resources. 

aa. Three major greenstone formations traverse 
Northwestern Ontario. One, beginning at Bruce Lake, 
Proceeds easterly through Lake St. Joseph and on to Lake 
Miminiska north and west of Nakina. A middle band of 
Greenstone crosses from Nakina and Savant Lake generally 
along the north line of the Canadian National Railways. 
On these two formations the following companies or areas 


are active on iron ore properties; Iron Bay, El Sol, 
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lake Superior Iron, ‘Lake St. Joseph, Savant Lake, 
Anaconda, Panther, Can-Fer, Northern Canada. Consul ting 
geologists estimate that it is conceivable that this area 
will produce 24 million tons of iron ore annually. The 
south belt of greenstone formation proceeds from the Lake 
of the Woods area north of Fort Frances easterly through 
Steep Rock, Gunflint, Shebandowan to the Lakehead. 

The Steep Rock range positively is capable of producing 

9 million tons annually and it is estimated that the other 
deposits in this belt are capable of an equal production. 
This adds up to 42 million tons of annual production 

from iron ore bodies already discovered and drilled to 
determine approximate tonnage. 

Ay, Many of these properties, apart from the high- 
grade ores of Steep Rock Range, face complicated problems 
of metallurgy and other treatment. Already, however, 
research has proven the ores tested thus far amenable to 
beneficiation. Anaconda, Cam-Fer and Iron Bay companies 
are pushing forward with development projects while other 
companies have similar plans under way. In addition, 
Premium Ores Limited has under serious consideration the 
establishment in Northwestern Ontario of a plant to 
Produce high quality pig iron by direct reduction using 
‘natural gas. If this project is proceeded with, it will 
mark a major break-through in the processing of = raw 
ore and conceivably could lead to the nucleus of a steel 
industry in this mid-section of Canada. It is estimated 
that 20 million tons of new production would provide 


employment for 12,000 and support a population increase of 
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80,000. An ultimate output of 40-45 million tons 
would represent translation cf resources into new wealth 
at the rate of a halt billion dollars annually at present 
ore prices and freight revenues in excess of $75 million 
per year for our railways. epaervexiNc?1 Edmonstone, 
vice-president, Steep Rock Iron Mines Limited: 
"The cynic can say 'those estimates are for the 
birds.' Well, pare them down as much as you 
wish - you can't get below the Steep Rock 
Range's total of 9 million tons and it is 
clearly reasonable to assume that all the other 
areas will at least double or treble that 
tonnage in due time. Within a few years 
Steep Rock Range will be producing $100 million 
of new wealth annually. That should be only 
a modest share of Northwestern Ontario's 
ultimate total." 
2% Our mining authorities inform us that while 
rail rates on iron ore in Quebec average out between 70 
and 80 cents per ton per 100 miles, the rate from Steep 
Rock to the Lakehead, a distance of 125 miles, is $1.42. 
The disparity in water Shipment - ratesis even more 
acute. The water rate from the Lakehead to Ashtabula, 
for example, a distance of 882 miles, is $2.10 per ton. 
From Seven Islands, Quebec, to Montreal, a distance 
of 675 miles, the rate is 83 cents. From Seven Islands 
to Philadelphia, a distance of 1,312 miles, the rate 
is $1.50. From port Alfred, Quebec, to Hamilton, 


Ontario, the rate is $1.20. We respectfully submit 
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2 that a more equitaille rate structure, rail and water, 

3 is needed if Northwestern Ontario iron ores are to make 

4| 2 major contribution to the national economy. 

5 46. One result is certain. af aaeade does not 

6 rise to meet this glittering enea Toi ueae the United 

7 States will have no difficulty in filling its iron ore 

8 requirements elsewhere. AS one mining executive has 

9 said, this kind of opportunity never knocks, it whispers). 
10 In export of this great natural resource we have the chanc 
11 to redress in large and increasing measure the balance 

12 of trade with the united States. Whether steps toward 

13| the goal are to be ponderous and timid, or dynamic and 

14] rapid, will depend, in our view, ona realistic 

15] reappraisal of the role of transportation as well as other 
16, Services in our natural resources development. 

17|| 47. Indeed, in furtherance of national economic 

18] Policy, we believe that Canada should be as much con- 

19} cerned with the development of its natural resources as 

20| With the problems of rail transportation. Involving as 
91|| it does the haulage of great volumes of bulk commodities, 
22| thesgrowth of the former is likely to mitigate or solve 

23, Some of the difficulties of the latter. The institution 
24| Of northern development freight rates to spur the use 

25] Of our mineral and forest resources in the undeveloped 

26] regions of Northwestern ontario would seem to merit 

27| Consideration. As mentioned, a number of large iron 

4%| ore bodies lie north of the main line of the Canadian 

29 National Railways. One of these, in the Lake St. 


Joseph area, is a good example. As noted in the annual 
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report of Steep Kovk Iron Mines limited, this property 
appears capable of annual production of three million tons 
of pellets. President M. S. Fotheringham reported the 
project practical and the product oe provided, 

he said, transportation and natural Jansaxwee are 
offered at reasonable rates. Stating that Canada's 

iron ore production could increase to 96 million tons ove 
the next 20 years and the Canadian share of the United 
States market to 80 million tons, Mr. Fotheringham adds: 
".... if, as a nation, we want this business, 


then it will be necessary for us to decide 


To secure and hold this export business which 

would be worth at present ore prices, $900 

million annually, the Canadian mining industry 

requires assurances that present government 

policies of encouraging production will continue. 

Tax provisions and factors such as shipping 

and processing costs, which could price us out 

of this lucrative trade, should be Muiectod 

to periodic review." 

CONCLUSION AND RECOMMENDATIONS 

48, Frequently throughout the Royal Commission's 
hearings, Northern Ontario has been referred to as the 
"economic desert" or the "traffic desert", conveying the 
impression that this great central part of our country 
forever is doomed to remain an unpeopled and unproductive 
Wasteland. Bridge subsidies of $7 million are paid on 


traffic hauled over it. This assistance does not extend 
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2 to tonnage into or out of the land bridge area itself 

3 which comprises a large Segment of Northwestern Ontario 
4 and includes a number of our pioneering new communities 
5 east of the Lakehead. Rather than aay te Such aid to 
6 the region, economic development policy should be 

7 directed to fostering its SroWth and thus generating 

8 traffic for our railways. In his History of Canada, 


9 Stephen Leacock 20 years ago wrote: 


10 "Perhaps the brightest page in these..... 
11 annals is the record of discovery and 

12 exploration of the incalculable mineral 

13 wealth of the central wilderness of 

14 Canada between Hudson Bay and the Lakes. 

15 This means far more than the wealth itself, 
16 great though it must be. It removes from 
17 our Commonwealth its fatal geographical 

18 defect of an uninhabited and seemingly worth- 
19 less central area which broke East and west 
20 apart. The touch of King Midas is turning 
21 desolation into fairyland......" 


22| If Dr. Leacock's "fairyland" prophecy has not come to 

23| full fruition as yet, we believe we have indicated in 
24) this submission the immense potential of the territory 
25| Of which he Speaks, as a reservoir of tremendous future 
26/ rail and water traffic. 

27 4g, We have noted the vigorous representations 

28 || made by other provinces and regions of Canada for 

29 amelioration of freight rate burdens. Particularly we 


4 have admired the special genius of the Maritimes in 
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articulating the eds of the Atlantic area, comparable 
in basic respects with our own. In the clamorous 
contention for equality, the just and reasonable needs 


of this great central section of Canada have gone unheard 


- and unheeded. Its promise remains largely unfulfilled. 


50. While the federal vision focuses on the far 
north, Canada possesses in the centre of her domain a 
mighty middle empire of resources. The accelerated 
development of this raw wealth, it seems to us, merits 
Beet Gabeid Saducerd ised under any national policy for 
economic growth. Other regions of Canada have received 
concrete assistance in their development by means of 
specific subsidies from the Federal Government for 
reductions of freight rates in their respective territorie 
There is precedent, therefore, for similar consideration 
of the reasonable needs of Northwestern Ontario, as part 
of national economic development policy. 

ope The Northwestern Ontario Development 

Association therefore recommends to the Royal Commission 
on Transportation that: 

1) The method of obtaining additional rail 
revenues by means of horizontal percentage 
increases be discontinued. 

2) Intra-regional rates in Northwestern 

Ontario be examined with a view to read- 
justment fn the mutual interests of 
railways and shippers. 

3) Development rates be instituted or alter- 


natively a development freight rates 
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subsidy for shipments to and from 
northern regions based on the principle 
underlying other subsidies in effect in 
Canada. 
THE CHAIRMAN: Thank you, Mr. Phillips. You 
have given us a very good brief indeed. 

MR. PHILLIPS: Thank you, sir. 

THE CHAIRMAN: And we can see that you did a 
great deal of work on this and it would be too bad if 
the Commission missed anything. 

MRio PHELLIPS: Well, I omitted one reference 
in the introduction, and that reference, Mr. Chairman, 
was that I am bound frankly to admit a lack of expert 
knowledge of the complexities of the Canadian freight rate 
structure. Our comprehension of this complicated 
Subject is that of ordinary laymen. Our association does 
not possess the resources to retain and be represented 
here by a consulting economist authoritative in the field 
of transportation. So what we have tried to do, sir, 
is to give you the considered views of those industries 
and the people who have been exposed to the freight rate 
Structure and in that sense compress them into one brief. 

THE CHAIRMAN: I think you have satisfied us 
about the position taken in Northwestern Ontario, and 
you have told us the story in that connection. 

Mr. Cumming? 
MR. CUMMING: I have just a couple of points 


I would like to discuss with Mr. Phillips. 
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---CROSS-EXAMINATION BY MR. CUMMING; 

Q. Mr. Phillips, ‘you have outlined in your 
brief what you consider the many problems in your area 
resulting from the impact of horizontal tne telaeen and 
your first recommendation on Page 46 of — brief is 
that the method of obtaining additional rail revenues by 
means of horizontal percentage increases be discontinued. 
I was \ wondering if your organization had any specific / 
Suggestions to make to the Commission as to what methods 
of raising additional rail revenues might be used in 
place of horizontal rate increases? 

A. It would definitely seem to us to be a 
fart fairer method to base any increase on tonnage rather 
than the existing rates. The differential becomes 
progressively greater between an area paying higher rates 
than an area paying lower rates. 

Q. Do you feel there should be maximum hold 
downs involved? 

A. I don't think I am competent to answer that 

Q. And in the third recommendation you 
Suggest that development freight rate subsidies be 
provided. I was wondering if you had considered along 
that general line the possibility of direct subsidies to 
the industries affected, or do you think the problems 
can be better resolved through rail transportation 
assistance alone? 

A. I believe we have a country that is un- 
developed today, that it has most of the resources that 


the world needs and that these resources can be produced, 
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can be developed and the national economic policy. ,of 

3 this pee ine furthered if reasonable rates can be worked 
out to make that ee of development possible. I 

5 realize it is a subject ane me. | 

6 Q. The problem that is hé¢ndering your 

7 development is the matter of transportation costs. 

8 Given a solution to that, the development, in your view, 
9 would progress? 

10 A. I think it might be safely said it is a 
11 major factor. 

12 THE CHAIRMAN: En. "etnclad ne 

13 MR. SINCLAIR: Mr. Burbidge is going to ask 


14 questions. 


© o-=CROSS-EXAMINATION BY MR. BURBIDGE: 

7 Q. Mr. Phillips, towards the second part of 
sy your brief, you dealt with the mining industry, and on 
- Page 43 you are quoting a letter of Mr. Fotheringham in 

. which he mentions tax provisions in connection with the 

_ mining industry. I have made a list of the taxes in- 

- volved, and I will put them to you to see if you agree 

a with them. In the first place, mining companies may 

. deduct exploration, prospecting and development expenses; 
- Secondly, they are exempt from income tax for three years 
? from commencement of production; thirdly, they are 
entitled to depletion allowance of 33-1/3 per cent of 

: the profits, or, if the production happens to be from 

‘ Gold and the value of the gold production is more than 

29 


70 Per cent, instead of 33-1/3 per cent, the depletion 
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allowance is 40 pre» cent or $4.00 per ounce; fourthly, 

they are entitled to deduct for mining taxes on income 

paid to a province = municipality; and, fifthly, . the 

shareholders are entitled to a depletion re 

Would you say that was a complete statement of the 

tax concessions to a mining..company? 

A. I would say so. 

Q. Do you know of any other concessions? 

A. Hido ‘not 

Q. Do you think that that right to deduct 
these expenses is the reason underlying the loss reported 
by Willroy on page 36 of you brief? 

A. That I do not know. I elleve all those 
methods of assistance are good, because they are 
converting our natural wealth which has no value under 
present circumstances into such things as opportunity and 


payroll for our people. 
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ale Wo.ldn't you agree those are pretty 
generous concessions? 

A. Weld 6 OS think perhaps it is relative. 

Q. Do you agree with the aaivsamddes here, 
the me thod of concessions to these industries by way of 
the Income Tax Act, is a proper method, or a good 
method? 

AS, I think every new natural resource industry 
has got to have all the assistance it can get to get 
established. 

Q. Do you agree with the principle of giving 
the assistance directly to the industry you propose to 
assist, as is done through the Income Tax Act? 

i. I don't think I am competent to answer. 

Q. Here you have given assistance by way of, 
for instance, the industry does not have to pay income 
tax -- that is directly to Willroy or Steep Rock. Do 
you think that is a good idea? 

A. Yes. 

Q. In other words, to give the assistance 
directly to the industry is a good idea? 

A. yes, unless a better idea comes along. 

Q. I take it that the position of the 
association is that 1t is in the interests of the Canadian 
economy that railways should be financially sound; is 
that correct? 

A, I thoroughly agree. 
Q. And that it follows from that that rates 


Should be compensatory? I think you touch on that on 
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Page 24 of your bref? 
A. Yes. 
Q. you state at Page 20, paragraph 24; 

"....compensatory rates are a sage necessity 

if railways are to operate chalemare: and | 
ensure a reasonable profit return...". 

That is the position of the association, isn't it? 

A. Yes. 

Q. Referring to Page 11, paragraph 14, you 
say that the association is concerned primarily with 
Clause (a) of the Order in Council dealing with inequities 
in the freight rate structure, their incidence upon the 
various regions of Canada and the legislative and other 
changes that can and should be made in furtherance of 
national economic policy to remove or alleviate such 
inequities: that is the position of the association; 
is that correct? 

A. Yesr 

Q. That is the point in the Order in Council 
that you are primarily concerned with? 

A. Yes. 

Q. You know it is an establishea principle 
of rate making that the railways can meet competition or 
not as they see fit? Are you familiar with that? 

A. Not‘too familiar with it, (no. 

Q. You are apparently familiar with the fact 
that it is no part of railway freight making to equalize 
Seographical disadvantages. You mention that at Page 9, 


paragraph 11? 
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A. Yes. 

Q. You are familiar with the fact that that 
is an established principle of rate making, that rail- 
ways do not have to make rates that will AR Ae the 
geographical areas of Canada; do you aoeree with that 
principle? 

A. No,.,I do not. I believe that a country 
like Canada, which is spread right across the continent, 
has got to take into consideration the economic needs of 
the various areas. 

Q. Would you say that would apply to freight 
rates? 

A. How else is our country to develop? 

Q. Do you mean industries, no matter where 
they are located, competing in a common market are to 
have the same freight rate? 

A. No, I don't say that. 

Q. Perhaps you didn't understand my question. 
My question was, that it is a principle of rate making 
that railways in making freight rates are not required to 
equalize geographical disadvantages; do you agree with 
that? 

A. I do not agree with it. 

Q. What do you suggest? 

A. I believe an area like Northwestern 
Ontario is entitled to @quality with other sections of 
this country in its transportation costs. 

Q. Is it entitled to preference? 


A. Wo. We merely want our natural advantages 
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ANGUS, STONEHOUSE & CO. LTD. Phillips er ex 12471 
(Burbidge) 
1 
2 recognized. 
3 Q. But not your disadvantages? 
4 Ak We see where the Maritimes, themselves, 


5 enjoy a 30 per cent differential with Te to the rest 
6 of the country. 

7 Q. Let us turn to your developmental rates 

g| Proposal, and I suppose that is what you are speaking 

g| of when you say you want some freight rate assistance in 
10) this area -- developmental rates? 

11 A. Well, we believe that reasonable develop- 
12 ment rates on our natural resources would stimulate 

13 expansion of our forest products industry and our mining 
14 Pidustry to the extent the railways themselves would 

15 Senerate greater volumesof traffic and hence greater 

16] revenues. 

i} Q. On Page 5 you talk about the freight rate 
1g] Structure, in paragraph 6, that will enable our 

19 railways to function at maximum effect as a developmental 
20| force in the furtherance of national policy, and then 

21) on Page 30, paragraph 30, you quote a letter froma 

22|| COMpany spokesman in which the company spokesman submitted 
23) that the Northwestern Ontario area should receive special 
24] Consideration so that the manufacturing industries so 

25| Vital to the economy of the area will not be handicapped 
26 more than they are now or even forced to close down, and 
27| then at Page 42, paragraph 47, you speak of the 

28} institution of destnern development freight rates to spur 
29| the use of.ofr mineral and forest resources: really 


2} wha t you are asking for is for special assistance to thiSalea 
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gps lle “ede isl 12472 
through the fréiigni rate Structure; is that right? 

A. We would be delighted to receive it. 

Qs Is that what you are asking for? 

A. We believe that our tee Ube, Foi Sew 
industries are entitled to reasonable rates. 

Q. To reasonable rates? 

A. What a reasonable rates ig for that 
industry, I imagine, would have to be determined by this 
Commission. 

Q. Is it in your mind that this reasonable 
rate is something less than it might otherwise be because 
of the circumstances found in Northwestern Ontario? 

A. The original experience of Steep Rock was 
that they were paying more than their competitors under 
comparable conditions. 

Q. Would you extend the assistance yous* 
propose only to new industries? 

A. Well, that is a general statement. Hi 
believe those industries that have pioneered our natural 
resources industries are certainly entitled to the same 
consideration as new industries. 

Q. When you refer to the development rate, 
when does a development cease to occur? When do you 
know that the area has been developed? 

A. I don't think we will ever know that in 
Connection with Northwestern Ontario, because the biggest 
iron, copper, oe or gold mine in the history of 
Canada might be discovered next Tuesday at 2 o'clock in 


the afternoon. 
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ANGUS, STONEHOUSE & CO. LTD. Phil lips cr ex 12473 
(Burbidge) 
Q. Yes. but I asked you, these special 
rates would apply only to new industries, andiuyou said, 


no, you thought the people who had pioneered should 


get them too. When does an industry cease to be a 
pioneer -- when does it cease to be a developer? 
A, I think our natural resource industries 


will be pioneering in the Northwest for a long time to 
come. 

Q. In other words these development rates 
you propose are a permanent thing? 

A. I don't see why they could not be placed 
On a permanent basis, particularly if they are going to 
have as their end result the greater development of this 
part of Canada which, in turn, is going. to stimulate 
and generate more traffic renvenue for Our carriers. 

Q. When Mr. George Paul was presenting the 
Submission of the.Canadian Manufacturers Association to 
this Commission he said that it was the view of the 
Canadian Manufacturing Associatjtin that freight rates 
would appear toi afford an #nefficient vehicle for dis-" 
tributing economic assistance to those it is deemed to be 
in the national interest to subsidize: would you agree 
With that? 

A. I didn't quite get that. 

Q. He said freight rates would appear to 
afford an inefficient vehicle for distributing economic 
assistance to those whom it is deemed to be in the 
national interest to subsidize, that they should only 


be used when no other measure of assistance was availabie: 
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Me aoe aerate” Phillips or ex 12474 
do you agree with Jir. Paul? 

A. No, JI believe our railroads are absolutel 
vital to the continued development and expansion ---. 

Q. No, he didn't mean that. He meant, if 
you want to give assistance to an inet Or an area 
you should not use the freight rate structure unless 
there was no other way of doing it. 

A. Is he talking in terms of a national 
subsidy? 

Q. He is talking in terms of developing an 
area, and if you want to develop the area, the freight 
rate structure is an inefficient vehicle. That is the 
view of the Canadian Manufacturers Association. Would 


your association agree with that? 


A’ I would have to answer personally, and I 
do not know. I am not sufficiently competent. 
Q. You are familiar with the construction by 


Canadian pacific of a branch line to sérve Geco Mining -Gos. 
and Willroy Mines? 

A. Yes. 

Q. And you are familiar with other branch 
lines that have been built by Canadian Pacific and Canadia 
National? 

A. Yes. 

Q. Would you not agree that procedure 
adequately meets the needs of industry in developing 
new areas? 

A. The mere provision of a railroad line? 


Q. The provision of a railroad line when the 
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ANGUS, STONEHOUSE & CO. LTD. Phillips cer ex 12475 
(Burbidge ) 


area is ripe for development? 

A. Yes. © I can't see where you can go 
pushing railroad lines into areas in the country that 
perhaps are not potential profitable in seelves of 
future revenues. There should certainly be some 
favourable indication of potential dévelopment before 
construction of branch lines. It seems only reasonable. 

Q. At Page 9, paragraph ll, you refer to 
development being stymied by distortions in the. freight 
rate structure where statutory provisions do not apply, 
and at the top of Page 11, paragraph 13, where you are 
quoting from the submission of the Government of Ontario, 
you state there that the Government of Ontario is speaking 
of railways having freedom of action only in respect of 
a portion of their total rate structure. I assume the 
references are to the rates on grain and grain products 
moving to export positions in Western Canada; is that 
correct? 

AS It would appear so. 

Q. Is it the position of the association that 
the burdens which those rates impose on the railway and 
other shippers should be eliminated? 

A. The grain rates? 

Q. Yes. 

A. The Crow's Nest Rates? 

Q. yes.-- the burden of those rates? 

A. That is a controversial point with which 
I am not too familiar. 


Q. Does the association take any position on 
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it? 
A. The association takes no position on it. 
Q. Would you agree with me, whether you take 
a position or not, that these statutory eave are the 


distortions you are referring to on Page 9? 


A. By no means. 

Q. What are the distortions you are referring 
to? 

A. Well, we make reference in the case of 
our forest products industry -- which I did not read out 


Q. Are you ‘talking about the straight ---. 

Be Increases. 

Q. Well, the individual rates you developed 
later in your brief? 

A. Some of these rates have been increased 
threefold. 

Q. But is that what you are talking about 
when you are talking about distortions -- the individual 
rates? " 

A. They are distorted in the sense they are 
not equitable with rates applying in other parts of our 
country. | 

Q. That is what you understand by "inequity"? 

A. Yes, that is my understanding. 

Q. In other words, what you are saying is 
that rate differences make an inequity? 

A. Well, it depends on distances. 


Q. Pardon? 
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- It Gepends on a number of factors. 

Q. What factors? 

A. Our pulp wood haul has tremendously 
decreased because our pulp wood companies are been un- 
able to meet the kind of increases Coming in, and they 
have developed other on Sree 

Q. I am going to discuss that in a minute, 
but is it your view there is an tnequity where there is 
a difference in rates? 

A. No, that would not necessarily be one. 

Qe What do vit mean by "inequities" then? 

A. If we can't compete in the Eastern markets 
with people who are thousands of miles to the west of 
us, doesn't that seem an inequitable situation? 

Q. Can you give me an example of that? 

A. We had a plywood mill established at 
Nipigon, and those various rate increases brought that 
mill to the point where they were paying practically as 
much to get its product into Toronto as mills in British 
Columbia. Isn't that rate distorted so far as we are 
concernea? 

Q. That brings me to the point where you said 
you have not expressed an opinion. I said to you, 
wouldn't you agree that it is an established principle 
of rate making that railways can make rates to meet 
Competition if they wish or not, and you said you have 
not expressed an opinion, but if rates turn on competitio 
between certain areas -- there is no competition between 


Other areas -- then, in your view is that an inequity? 
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A. Weli, ©I think it is an inequity where an 
industry is unable to compete on favourable terms with 
another industry because of its transportation problems. 

Q. And if the transportation problems are 
a@ consequence of competition to which the particular 
industry you are referring to is not Subject, then you 
Say that is an inequity? 

A. If you have a large industry in British 
Columbia which is unable to obtain an agreed charge and 
thereby compete in an eastern market with a Northwestern 
Ontario firm which cannot get those favourable terms, 
isn't that a distortion or an inequity for our local 
company? . In my view it is. 


Q. . If the reason for the agreed charge is 


competition between the west coast and the east, and 


there is no similar competition between Northwestern 
Ontario and the east, and the rates turn on the question 
of competition, then, in your view, does that create 
an inequity? 

A. It does. I believe there should be some 
Consideration for our smaller industries which are 
endeavouring to get established. 

Q. Turning to some of these specific rate 
Problems, on Page 13 you quote the letter of a Lakehead 
food brokerage firm who says that you can ship pickles 
from Toronto to Winnipeg in the summer at $1.57, and in 
the winter at $1.65, and that when he wants to ship 
Pickles from Fort William to Kenora, the best rate he 


Can get is $1.85. We have been unable to check this 
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$1.85 rate, but my information is that the rate would 


be 75 cents, and the tariff item is Item 4490 C.P.W.975? 


ANGUS, STONEHOUSE & CO. LTD. Phillips cr ex 12480 


TORONTO, ONTARIO 


(Burbidge) 
: A. This broker has been in business at the 
2 Lakehead for 30 or 40 years that I know of. He is a 
: man of integrity and he should know his business, and 
naturally we accepted on good faith the figures he 
supplied to us. 
e Q. There seems to be some misunderstanding 
: there, because certainly the rate! of 75 cents is open 
to him. Do you wish to Digi se ois names of these 
4 people you refer to in your brief? 
” THE CHAIRMAN: I don't think you should ask 
a that, Mr. Burbidge. 
a COMMISSIONER MANN: That rate you quoted is 
, a competitive rate? 
MR. BURBIDGE: Ho, I don't think it is a 
15 
competitive rate. 
. COMMISSIONER MANN: C-P.0 2.975 
4 MR. BURBIDGE: I couldn't tell you, Commissioner 
a mann, but I don't think it is. 
. MR. SINCLAIR: It is a special commodity rate. 
i MR. BURBIDGE: Q. I don't intend to go 
‘i through all of eae) Mr. Phillips --. 
e A. 1 believe some of these rates have been 
F altered since this brief was written. I have been 
‘ informed that some of these rates have been revised, I 
i think in one or two instances downward. 
id Q. Now, on Pages 16 and 17, you are 
: Speaking of a forest products plant that is in competition 
_ With British Columbia plywood? 
29 
A. Yes. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Phillips 


Q. Ncw, the present rate onplywood from 
Fort William to Montreal is $1.26 - that is what the 
shipper pdys - compared with rates from Vancouver to 
Toronto of $1.83 or to Montreal of $1.86. oo that the 
local industry is not at a disadvantage as against 
Vancouver. 

A, There is another instance of a company 
which sees an opportunity of establishing an industry. 
They consider all the factors, they look favourable, 
they get their plant into production. It is just $300,0 
-ver $400,000.00,. but that, nevertheless, makes a 
Substancial ttle plant, and then they begin to be hit 
by successive horizontal percentage increases, and that 
is a tough proposition for a company to face up to. 

Q. It is a tough proposition for anybody to 
meet increased costs, but the railways are not exempt 
from them as well. 

A. They point out that the percentage increase 
was made not to apply to the B.C. industry. 

Q. I think that arises out of a misunderstand- 
ing on these rates from British Columbia on plywood, 
because they are based on rate increases in the United 
States and they are not affected by the horizontal 
increases in Canada. 

A. But that doesn't help the situation of 
your local industry which has to compete in the same 
market. 

Q. The rates on the plywood from British 


Columbia did go up: they went up in December, 1950, by 
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D > per cent, maxinum 6 cents; they went up on August 

3 26th, 1957, by 12 per cent, maximum 12 cents, and 

4 effective February 15th, 1958, they ware increased 

5 again by 2 per cent, and during this period the rates 

6 from Fort William to ontario points were not Similarly 

7 increased. The rates from Fort William to Ontario 

8 points were not increased during that same period, and 
g| what 1 am suggesting, Mr. Phillips, is that right now 
10| the rates on plywood are $1.26, as compared tothe rates 
41| from Wancouver to Torontolof $1.83 or to Montreal of | 
12 $1.86, but your local man is not at a disadvantage. 

13 . MR. MAURO: I wonder if Mr. Burbidge would 

14 put on the record the accumulative increase from 1945? 
15 MR. SINCLAIR: I think perhaps [I should like 
16] to say to the Commissionc that.Mr. Mauro possibly wants 
17| to learn something about lumber rates; yeandtit issaillrcin 
18 the records and I don't think this is the time to go into 
19 it. We will be very glad to give him and to give the 
20 Commission the indications as to where the full story of 
21); the lumber rates down through the years may be found, 

22] @nd these lumber rates are a matter which is within the 
23| €Xclusive jurisdiction of the Board and, therefore, out- 
244] Side the jurisdiction of this Commission in accordance 
25|| with the Specific rates that were referred to ina 

26| Number of instances. 

27 MR. MAURO: My learned friend was introducing 
28/ this subject to the witness and made reference to in- 

29| creases on the Vancouver rates, and I suggest in 


vy! fairness he should now put on the record the accumulative 
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TORONTO, ONTARIO Cr ex: 12483 
(Burbidge) 


effect of those rates from Fort William to Toronto. 

MR. SINCLAIR: It will be recalled, Mr. 
Chairman, that when the Canadian increases were less 
than the American increases the lumber industry fought 
to have the Canadian increases apply, but when the 
situation reversed the lumber industry took the contrary 
position, and asa result the lumber tariffs became in 
quite a confused state, and the Board held special 
hearings and a new scale on lumber was introduced. Then, 
the whole question of equalization of those scales arose 
and the Board held it was not proper to do it, and then 
there was the removal wHich was pressed for by certain 
people which resulted in lumber rates going up. The 
lumber rates have not had a base or have had applied to that 
base any specific groups of increases because as they went 
up there adjustment to the scale and the rates that are 
now in effect have been given to you by my confrere, 
Mr. Burbidge. They indicate the local geographic 
advantage being reflected to some degree in the rates. 

THE CHAIRMAN: Well, Mr. Sinclair, the 
Question has been raised and I think it can be answered 
by a simple answer, and I would suggest, bearing in 
mind the question that has been put, we should have a 
reply. 


MR. SINCLAIR: All I can suggest is that we 


give Mr. Mauro the reference and let him work out the 
answers. 
MR. MAURO: You made the investigation. 


MR. SINCLAIR: There is a local advantage to 
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be applied. 


THE CHAIRMAN: We will come back at 2 o'clock. 


--- ADJOURNMENT FOR LUNCH 


ANGUS, STONEHOUSE &@ CO. LTD. / 12485 
TORONTO, ONTARIO 


--On resuming at 2:00 p.m. 

THE CHAIRMAN: Order, please, 

MR, BURBIDGE: Have you any submissions, on 
the question put by Mr. Mauro? 

MR, SINCLAIR: My friend says possibly I can 
answer that, Mr. Chairman, with your permission, and 
our position is; abundantly clear that ithe] limber rates 
from the west coast and the interior have all been 
matters before the board,and the question put by Mr, 
Mauro was, what was the percentage increase? Well, 
these rates have been increased with American increases 
pursuant to an arrangement, as I said before lunch, 
between the lumber industry of the west coast and the 
railways, and it was approved by Mr. Justice Kearney, 
and a special iidemént was written in regard to it. 

THE CHAIRMAN: Well, I don't think we need 
argue it at all now. You are quite right; this commissi 
has no jurisdiction over things at all. I think there 
may be a simgis answer as to what the rate was, in each 
case in 1948 and what it is now, because as I understood 
the question it was directed to saying that there was 
an inequity in the structure. The Board of Transport 
Commissioners may be perfectly correct in what it does, 
and it 1s a very complex question, and I realize that, 
but the witness is simply alleging an inequity, and it 


| 
seems so to be supported by the question. 


MR, MAURO: The matter would not have been 
raised at all except that my learned friend Mr. Burbidge 
in cross-examining the witness pointed out the fact that 

| 


rates from Vancouver had taken a particular increase, 
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THE CHAIRMAN: Yes; well we can get the 
informatinn, 

MR, SINCLAIR: The main point of the questidn 
put to the eithene was the suggestion is made in the 
brief that plywood manufactured at the Lakehead would 
suffer some disadvantage in Shipping to eastern markets, 
transportation-wise, as against west coast shippers of 
plywood. My confrere put to the witness the rates as they 
exist today to show that there is not a transportation 
disadvantage at the lake head. 

THE CHAIRMAN: Well, you have been long enough 
at the Bar to know that one question lgzeds to another, 


MR, SINCLAIR: ; Yes, and I would be very happy t 
deal with the lumber rates to whatever extent the 
commission wishes us to do so, but the Beans -- and I 
think the only point -- is that the basis of the 
examination of my confrere was to show that transportation 
per se was not the difficulty for the ae ee industry 
in meeting west coast competition in the apenas of 
Montreal and. Toronto, 

THE CHAIRMAN: I think Mr. Burbidge can now 
pass on to gecteie question as we know what is being 
Sought by the witness and we can get the information 
ourselves, 

MR, SINCLAIR: Thank you, sir. 
CROSS-EXAMINATION BY MR, BURBIDGE (CONTINUED) 

Q. Mr, Phillips, on Pages 19 to 29 you 
deal with the question of plywood rates. Before discussing 
that, would you agree with me that the pulp and paper 


industry can scarcely be described as a depressed industry]. 
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in Canada today, can it? 

A. That might hold good in the industry 
generally, but I think it was brought to the attention 
of the Commission earlier today that the ferent 
products industry in Northwestern Ontario is generally 
acknowledged to be the highest cost segment of the 
industry. 

Q. Those were costs of production that 
were mentioned? 

A. Yes, 

Q. They were not transportation rates? 

A. Well, transportation would certainly 
come into the picture where they are rail-hauling wood. 

Q. He was talking about the cost of 
production -- labour costs and matters of that kind. 
In any event, the average person would not describe 
the pulp and paper industry as a depressed industry, 
would they? You would not? 

A. At the moment, no. 

Q. And the pulp and paper industry has 
difficulties in addition to rates on pulpwood; it has 
a discount on American dollars; isn't that right? 

A. Yes. 

Q. And foreign competition? 

A. Yes. 

Q. And it has labour costs. You mentioned 
all these points yourself in your brief at pages27 
and 28. So that, pulpwood rates are not the only 
problem of the pulp and paper industry? 

A. No, I don't think there was any intention 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 12488 


Phillips Cross-examination 
(Burbidge) 


of suggesting that they were, 

Q. Are you aware the whole matter of 
pulp-wood rates was before the Board of Transport 
Commissinners recently? 

A. I was not, sir, 

Q. The whole question was considered by 
the Board of Transport Commissioners, 

A. On a national basis? 

Q. Yes, and a problem involving the 
equalizatinn of pulp-wood rates, and the board issued its 
decision on March the 31st 1960. You are not 
familiar with that decision? 

A. No, 

Q. In that decision the board plait an 
equalized commodity basis on rates but held that because 
of the effect of the Freight Rate Reduction wct it was 
not going to bring that decision into force, and in 
doing so, it referred to pulp-wood rates as sub -normal 
rates; at the present time they said the rates were 
sSub-normal rates, You have mentioned earlier some of 
these rates may have been adjusted since your brief was 
written? 

A. I did, 

Q. I am informed that Canadian Pacific 
recently negotiated rates on pulp-wood from stations 
in Ontario to Kenora with the Ontario Minnesota Pulp 
and Paper Gompany which rates are erteetive November the 
2nd 1959, | Were you aware of those rates? 
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TORONTO, ONTARIO Phillips » Cr-@xX 12489 
(Burbidge ) 


Q. Those rates are published on a mileage 
scale, and representative rates are 84 cents to 60 miles; 
93 cents, 61 to 150 miles; 13 cents, 151 to 200 miles, 
and then the scale goes on up. 

A, I think the point our forest products 
industry makes is that while their wood costs have, for 
various species of wood, approximately doubled in the 
past ten years their transportation costs have about 
trebled ~- and their transportation costs have gone up 
faster and higher that the other costs in cenncerien 
with their raw wood production. 

Q. But the fact is, notwithstanding going 
up that much, the board is still describing these pulp- 
wood rates as sub-normal. 

A. Do they mean they are not compensatory? 

Os No, but they are still sub-normal in 
view of the equalized scale, and I am informed Canadian 
Pacific has offered the same basis of rates to other 
receiving points in this area which they negotiated 
effective November 1959 with the Kenora Mill. 

Mr. Phillips, in answering a question for 
Mr. Cumming, you said with respect to horizontal increase 
you proposed a tonnage basis. You described it as a 
tonnage basis: did you mean flat cents per 100 pounds 
basis? 

A. Well, we feel that these horizontal 
price increases is like making one customer of your rate 
organization pay one price and another customer another 


price, and certainly that is to the disadvantage of one. 
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Phillips Cross~examination 
(Burbidge) 


Q. You were asked by Mr. Cumming on what 


other basis than a percentage increase you would raise 
rail revenue? 

A. Well, what about the cost of service 
or the hundredweight basis I have seen references to. 

Qe Is that the basis you meant when you 
Said on a tonnage basis? 

A. I have to plead ignorance of many of 
these finer points of railway operations. Certainly we 
feel that the present system of horizontal price increases 
which affect only part of your customers is certainly 
unfair to them, 

Q. Well, first of all,if you apply a flat 
cent per hundred pounds, which I thought you meant by 
a tonnage basis, the short haul shipper like the plywood 
shipper or the shipper of a heavily loading low value 
commodity is going to bear a disproportionate share. 
Have you considered that? 

A. No I haven't considered that. 

Q. On page 35 you refer to 5s eents from 
Willroy to the Lakehead? 

A. Yes, 

Q. I am informed that,that rate was a 
proportinnal rate to the Lakehead applicable on traffic 
for furtherance by water to La Salle, Illinois, and 
WaS published pending negotiations with United States 
Lines on through rates. When the through rates were 


published, that proportinnal rate was cancelled and that 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO ) 12491 


Phillips Cross~examinatinon 
(Burbidge) 


was October 27th 1958, and there is now a through ‘rate 
of $12.00 a ton published to LaSalle, Illinois, which 
works out at approximately 1 cent a ton mile, I would 
assume, therefore, that that through rate now is quite 
Satisfactory to Willroy; would you agree? 

A. They are not shipping into the 
waterway. 

Q. But that is a through rail rate--- 
$12.00 a ton and they were complaining that $5.10 a ton 
rate worked out to 1.8 cents per net ton mile? 

A. Yes, Is this a new rate given to them? 

Q. It has been in effect since 1958 -- 

1.2 cent. 

A. In this case, as in all the others, these 
rates are given to us by the people who have been 
exposed to them, and we accept them as authentic and 
given to us in goodwill. 

Q. I am not questioning that at all. All 
I am saying is that I think the facts are that that 
rate you quote in your brief was cancelled in October 
1958 and is now a through rate which mone out at 
approximately 1 cent a ton mile which should satisfy 
Willroy. You also discuss rates on iron ore at page 41, 
Paragraph 45, and you speak of the mining authorities 
informing you that rail rates on iron ore in Quebec 
average out between 70 and 80 cents per ton 100 miles --- 

MR. MAURO: Excuse me; just so it is 
clear I think the point Mr. Phillips makes in the brief 


is that the rate to the Lakehead works out to 1.8 cents 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 12492 


Phillips Cross-examination 
(Burbidge) 


per net ton mile, The rate to La Salle in the brief is 
1.1 cents per ton mile. I wonder in that new rate 
published in 1958 whether the rate to the Lakehead was 
reduced to 1.1? 

MR, BURBIDGE: It is the through rate and it 
works out to 1.1. 

MR, MAURO: To the Lakehead? 

MR. BURBIDGE: No, to La Salle, 

MR, MAURO: Well, is it the same rate to the 
Lakehead ? 

MR. BURBIDGE: Well, we would not short haul 
ourselves, The rate to LaSalle, Illinois is that rate 
that works out to 1.1. 

MR, MAURO: So, the brief is correct, that it 
is a rate of 1.8 to the Lakehead, 

MR, BURBIDGE: There is no rate to the Lake- 
head. 

MR. SINCLAIR: Well, we could cross-examine 
Mr.Mauro at a later date, 

MR. MAURO: Well, let us have the record 
clear. 

MR. PHILLIPS: Willroy has certainly expressed 
a desire to use the seaway facilities to get their 
product overseas into Belgium and those countries. They 
feel being tied to the American market only certainly 
is a hazard to the stability of the mining operation, 
and they would very much like to do some shipping via 
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ANGUS, STONEHOUSE & CO. LTD. Phillips, cr-ex 12493 
TORONTO, ONTARIO (Burbidge ) 


Q. Now, Mr. Phillips, the rates on iron 
ore, and in paragraph 45 you say that the mining 
authorities say they work out to 70 or 80 cents a ton. 
My information is that Canadian Pacific has a rate 
from Wyman-Hamilton at three dollars a gross. ton, a 
distance of 330 miles, so that the revenue per ton 
mile is 1.17. That is a rate in the Quebec-Ontario area. 
Have you any comment to make on that? 

Ay That is a little higher than these, 
is it not? 

Q. The complaint here is that the rates 


in Quebec are lower than the rates from Steep Rock? 


A. Yes, that is the information given to 


Q. And I am saying that the only rate I 
have knowledge of, Canadian Pacific rate, is one 
which is on the basis of 1,17, higher than you have here, 
Now, then, in paragraph 48, page 44, you 
referred to - you oe that this area has been referred 
to as an “economic desert" or "traffic desert". Canadian 
Pacific doesn't regard this as any sort of a desert, 
and Canadian Pacific shares the conviction that this 
territory will continue its development. Would you 
not agree that if the area is to develop in the best 
way it should proceed on an orderly basis of development? 
A, ni me very gratified to hear this 
expression from you, and I think that northwestern 
Ontario would be prepared for a little bit of disorderli- 
ness even if we could get some stimulation to our develop 


ment. 
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ANGUS, BrONEHOUAE & CO. LTD. Phillips 12494 
oe (Burbidge ) 


(MacDoygall) 

Q. Der't you think that development has to 
proceed having vegard to all the factors, cost of 
capital, availability of markets, and things of that 
sort? 

, A, Indeed; I wouldn't attempt ee refute 
that. 

Q. In other words, it should proceed on 
an orderly basis. 

MR. BURBIDGE: That is all, Mr. Chairman. 

THE CHAIRMAN: Mr. MacDougall? 

CROSS -EXAMINATION BY MR. MacDOUGALL: 
onal Q. My name is MacDougall and I represent 
Canadian National. 

You were speaking to my friend, Mr. Burbidge, 
on the question of horizontal percentage increases, 
and you suggested that your area might be better served 
if the increases in freight rates were applied in 
cents per hundred pounds. Did you have an idea that 
there would be application of cents per hundred pounds 
throughout the whole system equally to every rate or 
selected commodities? 

A, I must plead lack of knowledge of that 
kind, Certainly, however, we feel that the present 
System is not one conducive to stimulation to economic 
development of our country where part of your customers 
pay the shot and the others get off with an agreed 
charge, 

Q. Your view is that the man who is 


hauling something a shorter distance than another man 
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ANGUS, STONEHOUSE & CO. LTD. Phillips 12495 
(MacDougall) 


competing in the same market should pay a lesser 
rate? 
A. I think that our rate structure should 
be one which is designed to accelerate the development 
of our country. How that is to be worked out -- I 
Suppose most of these things have to be considered 
in the light of their own special circumstances. 
Q. You are not Suggesting, though, that 
the effect of competitive rates, wherever they exist, 
Shouldn't be taken into account in making freight rates? 
A. I suppose that is one of the hard 
economic facts of life, but iteis certaimly one, I 
think, which retards the general development of our 
country. 
Q. You would like to see it ona straight 
mile for mile payment for services performed but because . 
of the composition of making up rates it sometimes 
creates these anomalies that impose a burden in north- 
western Ontario? 
A. Perhaps that is right. 
Q. On page 39 there is a reference to the 
Steep Rock Situation, and in paragraph 42 you say: 
"The company enjoys an agreed charge on ore haul today 
but during its earlier phases of development..." etc. 
My information is that there is no agreed 
charge on iron ore; it is a published open tariff, as 
we call it, and you may have used that word inadvertantly? 
Ag AllLopight, sir. 
Q. I think also you will remember and agree wit 


me that the rate which is in effect for the iron ore 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Phill ips 12496 


(MacDougall) 
1 
was aS a result of pretty hard bargaining between 
Z 
Canadian National and Steep Rock? 
3 
A. I believe so. 
4 
Q. I don't know whether you are aware or 
5 
not, but in the waybill analysis prepared For the 
6 
Board in 1958, on page 19, the average revenue per ton 
7 
mile for the western to western movement was.91 cents 
een 
per ton mile, and comparing that with the average of 
9 
1.6, your average 18 somewhat lower than the national 
10 
average? 
11 
A. I am glad to hear it, 
12 
Q. So it is a pretty low rate? 
13 
A. That, I suppose, is one of the results 
14 
of the tough bargaining that Steep Rock can do at 
15 
times. 
16 
Q. As to your discussion with Mr. Burbidge 
17 
about yourdesire to have developed rates, you would 
18 
agree that whatever rate was set up the rate should 
19 
be on a compensatory basis, giving a fair return to the 
20 hs 
railroad and which in turn would be a fair and reasonable 
21 
rate to the industry concerned? 
22 
A. Yes, 
23 
Q. It is a matter of determining what is 
24 
a reasonable rate to the industry. That, you agree with 
25 
me, is a problem which usually goes before the Board of 
26 
Transport Commissioners if people feel they are being 
27 . 
hard done by? 
28 
A. Just the same as the railroads feel 
29 | 


| 
| the right to flourish, other industries have similar 
| factors: on their side in their desire to flourish. 
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ANGUS, STONEHOUSE & CO. LTD, Phillips 12497 


TORONTO, ONTARIO 


(MacDougall) 

i (Doherty) 

9 Q. Ore other point on page 14, paragraph 17. 
3 You iss referring there to rates on newsprint. 

4 At the bottom of ise page you speak of a car load of 

5 newsprint from Three Rivers to Fort William, . distance 

‘ of 1,200 miles, at a cost of $25 a ton, seavroee Fort 

7 William to Saskatoon, a distance of 850 miles, at a 

P cost of $38 a ton. 

9 A. Yes. 

10 Q. That looks on the face of it to be an 

1 anomaly, but I suppose the Three Rivers to Fort William 
12 Ear’ is to meet the water competition, whereas the 

13 rates from Fort William to Saskatoon has not the effect 
14 of water eoupeti tion? 

15 A. This particular industry was established 
16 here to serve the western Canadian market and the 

17 mid-western market in the United States. Hitherto it 

18 | had been served from their plant in Quebec, but these 


19 people report that they are having difficulties operating 


Successfully under these conditions. 


20 

1 Q. You don't suggest that because the 

2? competition holds down the rate at Three Rivers that 
23 rate should be applied from Fort William to Saskatoon? 
24 A. No, nobody would suggest that. 

25 THE CHAIRMAN: Mr. Doherty? 


95| SROSS-EXAMINATION BY MR. DOHERTY: 

27 Q. My name is Doherty. and I represent 

98 the Province of Saskatchewan. JI want to discuss with 
29 you your paragraph 26, page 23. You say: "Are the 
Tailways making a maximum effort to sell their services 


to shippers?" 
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ANGUS, STONEHOUSE & CO. LTD. Phillips 12498 
| (Doherty) 


Do I understand that in your opinion you do 
not consider that the railways are making a maximum 
effort to attract shippers to their services. 

A. We give the views here on the part of 
an industrialist at the Lakehead who has had Some exper- 
idence along that line, and also another man in the 
forest products industry who feels that there had been 
a little flexibility in considering a rate he would 
have been able to harvest a good deal of wood one 
winter that wasn't harvested, and that was a loss of 
income, employment and perhaps loss of exchange we 
need in the United States. 

@. Do you think that the failure to 
exert the maximum effort would include such things as 
a failure to seek new business and a failure to. take 
best advantage of existing business that was available 
to them? 

A. Well, when you see a rail haul of 
raw wood dropping from a quarter of a million cords a 
winter to something in the nature of 50 thousand, it 
would indicate something that has got out of line, wouldnl't 
it? 

Q. Yes, I would think so. 

A. And the contention of our operators 
is that surely there is a rate somewhere in between that 
would be compensatory to the railways and would enable 
the operators to haul their wood by rail. 

as, Would you suggest perhaps a bit more 
initiative on the part of the railways going to shippers 


to solicit business? 
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ANGUS, STONEHOUSE & CO. LTD. Phillips 12499 


TORONTO, ONTARIO 


(Doherty) 
1 (Hume ) 
2 A. Tre operators themselves report that 
3 the railroad personnel on the regional level are not 
4 enly efficient and understanding of the situation becaus 
5 of the very nature of their living here, and they would 
6 like to see the operators using the rail sepelecd to 
” a greater extent. It seems to be that somewhere along 
8 the line these things seem to get pigeon-holed. 
9 Q. What, perhaps, would you suggest is 
10 a specific instance of a recommendation that might 
mr permit this type. of negotiation? 
2 A. I would only conclude that head office 
13 might pay more attention to whatever recommen ations 
7 might come from the region. 
15 Q. You mean the region might have more 
iG discretion in negotiating a hdd 
7 A. It would logically seem so. 
18 THE CHAIRMAN: Mr. Hume? 
19 CROSS-EXAMINATION BY MR, HUME: 
20 Q@. My name is Hume and I represent Canadian 


1 Trucking Associations, . There are one or two points 
2 in your brief I would like to mention with you. 
In a discussion about the rate on pickles which you 
4 referred to on page 15, Mr. Mann asked about the rate 
25 between Fort William and Kenora. I haven't any idea 
%6 what kind of a rate that is, but I want to check with 
27 you. Is it aot true that there are three ded ation and 
28 fairly large responsible transport operators between 
| Fort William and Kenora: Crome, Sioux Security Lines 
0 and Reimers? So that there is a highway competition 
| 


between Fort William and Kenora. That might help Mr. Marn 
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ANGUS, STONEHOUSE & CO. LTD. Phillips 12500 
OR + ONTARIO (Hume ) 


in his question. 
On page 9 you conclude the bottom sentence 


by saying: «oe development of which is stymied by 
distortions in the freight rate structure where statutor 
provisions do not apply and where competitive factors 

do not exist." 

Would you be good enough to paraphrase that 
and explain what you mean by that? Is it statutory 
provisions with respect to the freight rate structure 
or is it statutory provisions with respect to regulation 

A. No. We are attempting to highlight 
the situation affecting an industry or a hina who 
does not have the protection of an agreed charge or 
Peta tecy rate and who perhaps is limited to rail 
transportation. 

Q. So that your words "statutory provisions" 
-- are they relating to statutory rates or competitive 
rates under the statutes? 
| A. That is perhaps an awkward way of putting 
it here. 

Q. On page 12 you refer in paragraph 15 
to the scant few agreed charges applying in northwestern 
Ontario, and I suppose your study of the situation will 
confirm that one of the problems with respect to the 
lack of agreed charges is the lack of. truck competition 
into this area from western Canada and eastern Canada? 

A. I would conclude that that would be 
a factor. 

Q. Agreed charges are a type of competitive 


rate to meet competition either by location, water or 
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Bea rea sean Phillips 12501 


(Hume ) 


highway carrier. That leads me to ask you this: would 
you feel that as a result of the completion of the 
Trans Canada Highway and what is Bs hetSa to be an 
increase of highway transportation, this area would 
benefit from more agreed charges? 

A. I would like to answer that question 
when they get the Trans Canada Highway built. I don't 
think we would have to answer that for a long time to 
come at the present rate of construction. 

Q. I take it, though, Mr. Phillips, that 
you and those of you who support you here would like 
to see that highway built and more highway ease eis 
enter your area from eastern Canada. Is that a fair 
statement? 

A. Yes. The more modern transportation 
arteries we have the better our potential will be. 

Q. On page 15 you are quoting on the top 
of the page one of your members: "regarding truckers 
maintaining rail rates, this seems to be a very flexible 
point...” 

You are aware that in the Province of Ontario 
there is no rate regulation. May I ask you whether 
you are quoting that, indicating that your association 
believes there ought to be rate regulation of highway 
carriers in this province. 

A. That is an observation made by the 
company involved and we have included it here as perhaps 
relevant for the consideration of this commission. 

Q. You are quoting it in approval? 


A. Does it require approval? He is merely 
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ANGUS, STONEHOUSE & CO. LTD. Phillips 12502 
TOR » ONTARIO (Hume) 


making the statement that the truckers are charging 
merely what the traffic can bear. 

Q@. And because he is not here, I am asking 
you whether you feel it might be in the interests of 
business that there be truck rate regulation. If 
you haven't considered it, then we will pass onto some- 
thing else. I wondered whether or not you could assist 
the commission by indicating whether or not you considered 
there should be rate regulation? 

A. _- would not like to ae, an opinion. 

Q. You had two statements on pages 19 
and 25 dealing with the forest products industry, build- 
ing roads and moving their goods by truck. The point 
that occurred to me when I read this the other day is: 
are you referring to private road construction or 
municipal and provincial road construction? 

A. This one has particular reference to 
a road under construction into the Black Sturgeon area 
in which both the provincial and federal governments 
are participating with the private interests, and it wil 
tap part. of an area at least which is contiguous to 
railway lines between here and Sioux Lookout, and it 
would seem that all this extra investment has been 
necessary because the railroads have priced themselves 
out of the wood we have from Sioux Lookout to the Lakehead. 

Q. You say the operators. I presume you 
are referring there to the operators of the forest 
products industry, and I wondered if these were private 
roads? 


A. They are originally private roads, and 
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ANGUS, STONEHOUSE & CO. LTD. Phillips 12503 
TORONTO, ONTARIO Hume ) 
Mauro ) 


I believe in some instances there are negotiations with 
the government to give them public status. 

Q. Finally, if you turn topage 34, 
in paragraph 36 you were referring to the Red Lake Mining 
area which, as you point out, is remote from railhead? 

A. Yes, 

Q. And you are talking there -- you say: 
"Figures show that the trucking tariffs give the Red 
Lake Mines a saving of 27 per cent over rail and truck...‘ 
I am curious to know whether that is a railway movement 
in this area or whether you are referring there to 
trucking tariffs from eastern and western Canada? 

A. I am not certain. This is from one 
of the competent people in the Red Lake area, and I 
would gather that he was referring to truck material 
not only from the Lakehead but from the east as well. 

MR. HUME; ‘Thank you very much. You have 
been very helpful. 

THE CHAIRMAN: Mr. Mauro? 
CROSS-EXAMINATION BY MR. MAURO: 

Q. Mr. Phillips, my name is Mauro and I 
represent the Province of Manitoba, 

A. Happy to meet you, Mr. Mauro. 

Q. When my learned friend Mr. MacDougall 
was questioning you, Mr. Phillips, with reference to 
the iron ore rate from Atikokan, he referred to page 
19 of the waybill analysis and stated that the western 
to western mvement was largely the Steep Rock movement, 
and pointed out that the revenue per ton mile was .91, 


While the average, system average was something in excess 
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of 1.6 revenue per ton mile, Now, I would just simply 


waybill analysis there appears the average revenue 

per car mile as opposed to the average revenue per ton 
mile in the western to western movement, and the Steep 
Rock movement returns the railways 68 cents per car 
mile, and the Railway Transport reported that the 
Dominion Bureau of Statistics for 1958 shows an average 
revenue per car mile for the railways of 46 cents. S80 
that the revenue per car mile fron Steep Reck is much 
higher than the average revenue per car mile for the 
railways? 


A. Yes. 
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Q@. In discussions with my learned friend 
Mr. Burbidge this morning, you discussed various matters 
particularly this question of concessions to mining 
companies in order to get them established, and my 
learned friend discussed with you the existing conces- 
sions in the tax laws. I wondered whether you were 
aware of the concessions made to the Canadian Pacific 
Rallway, taxwise, in order to get them started out as 
avrailroad: for example, did you know that the Canadian 
Pacific Railway does not pay one red cent of vases 
on its main line through Manitoba, Saskatchewan and 
Alberta? 

A. I did not know that exactly, but I 
have appreciated for a long time they have been one of 
the major beneficiaries of their pioneering days. 

Q@. Did you know when they were incorporated 
they received $25 million cash plus 25 million acres 
of western Canadian land free? Did you know that? 

MR. SINCLAIR: Well, of course, he is wrong 
on that. Counsel should be fair. The addition of the 
word "free" is absolutely wrong. 

MR. MAURO: Absolutely wrong. 

Q. The part of the bargain was that they 
received $25 million in cash and 25 million acres of 
land: were you aware of that -- as part of the contract 
for their undertaking to build the Trans Continental 
Railway to British Columbia? 

A. I have so read. 

MR. SINCLAIR: I think the fair way to put it 


would be, in exchange for the onerous obligations undertaken 
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by the Canadian Pacific Railway. 


the railroads tends to by-pass the Canadian Lakehead? 


3 MR. MAURO: I am surprised my learned friend 
: did not bring this up in cross-examination when he 
: had the opportunity. 
, Q. Did you know, Mr. Phillips, that under 
; that same document that the Canadian Pacific Railway 
: was relieved of paying any duty on the rail and material 
: to be imported into the country to construct that 
‘ Trans Santiaceal line? 
10 
A. I have read that. 
4 Q. You were aware that the Canadian Pacific 
x Railway has fairly large interests in gas and oil 
" reserves part of which are on these free lands given to 
: them; so, when we discuss concessions to mining companies 
4 in northwestern Ontario or Manitoba in order to develop 
a the area, we real not introducing =-- mi least you are 
: not suggesting this commission introduce any new 
. Philosophy into the Canadian freight rate structure? 
4 There have been concessions as a matter of public 
‘ policy ever sine the inception of Canada? 
21 
A. Yes. 
22 
Q. My learned friend Mr. Burbidge was 
. referring to this matter of Willroy, and in our little 
% exchange the facts were disclosed that there is no rate 
‘ now between Willroy and Fort William, and as I understan 
: the position of the Horthwest Ontario Development 
. Association it is this fact that you are placing before 
4 this commission = the fact that the present policy of 
| 


A. Well, in this instance, naturally the 
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success of %a2 minting operation is of very vital economic 
Value to the Lakehead, and I have heard, personally, the 

management of Willroy express its original interest 

in getting into European markets and not being limited 

or restricted to the American market only, and they have 

been unable to do so. 

Q. One of the great geographical advantages 
of the Canadian Lakehead is that it happens to be sitting 
on this fantastically potential waterway of the Great 
Lakes System and now of the St. Lawrence Seaway System, 
and you people here, as I understand your brief, are 
not asking for any charity; you are not asking the 
railways, through their policies, to offset geographic 
disadvantages, but you are agking this commission to 
proclaim a policy that will not permit the railways 


to deny you of your geographical advantages? 


A. I think that is exceptionalily.well put. 
Q. On that same general --- 
A. Mr. Mauro, iron ore was barged up the 


Mississippi River last year from Venezuela into the 
Chicago area, and we have these tremendous deposits 
within a very short rail haul of our Seaway ports at 

the Lakehead with one canal to go through and into 
Michigan and into the great Chicago market, and our 
interest is that Canada should be aware of the situation 
and should take steps that would implement and stimulate 
that development because we are running into more and 
more prodigious trade deficits particularly with the 
United States, and how is it to be corrected and how is 


Canada to be placed on a solid footing unless we can 
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TORONTO. ONTARIO (Mauro) 
1 
convert this natural wealth we have into just such 
: terms as balanced trade with other countries, and this 
3 looks like one of the major opportunities we have in 
§ Canada, not only in northwestern Ontario, but on a whole 
: national basis. 
: Q. I wonder whether the Northwestern Ontario 
: Development Association considered the matter of lake 
3 and rail rates and the present policy of the Board of 
‘ Transport Commissioners of maintaining a fixed differential 
“4 on water rates below rail rates? Has your eee 
"4 considered that problem? 
"7 A. Well, our association was informed that 
, another brief is going to deal with this, and we lack thi 
- knowledgeability of the ensuing witness, and I regret 
: very much, and I must apologize to counsel for the 
a very elementary nature of my knowledge on this subject. 
4 Q. No apologies are necessary; I think it 
4 is an excellent brief. Does your association support 
4 the ensuing brief -- the submissions in connection with 
4 this lake and rail problem? 
4 A. I can't speak for all the directors, 
4 but I can suggest they would -- I have read the prier, 
. and I am in aeaetion: with what is represented there. 
. Q@. On these horizontal percentage increases, 
4 I take it that the position of the Northwestern Ontario 
4 Development Association is, firstly, that the present 
rf System is not functioning properly in the best interests 
28 
29 


A. Yes, we feel that. 


| of economic development? 

| 

| 

| 

| Q. And while you have not described or set 
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any particular alternative, your association would endors 
a method which tended to lift the burden, at least to 
redistribute the burden, presently being borne by the 
long) hayl Shipper under percentage increases? 

A. Enthusiastically. 

Q. My learned friend Mr. Burbidge discussed 
with you this matten of distortions in the freight rate 
structure and discussed for a moment whether it is a 
distortion or a difference or an inequity, and I suggest 
to you, Mr, Phillips, that your association in referring 
to distortion had in mind those rate classifications 
that exist today where goods, for example, can be 
Shipped from British Columbia to Toronto cheaper than 


they can be shipped from Fort William to Toronto and 


that,in your opinion, such a rate structure made up of 
these various rates does represent inequities to the 
“northwestern :0ntario. shipper? 

Ae Yes, sir. 

Q. And that my learned friend said to you 
it was a basic principle of rate making that a railroad 
can either meet or determine not to meet competition where 
it exists; in other words, that they are a free agent 
in meeting competition if they want to, and they can meet 
it in one place and not in another. Would you agree 
Wth me that while that may be a true statement of the 
present situation, that this commission should also 
enunciate that the railways by, this policy should not 
be permitted to choose which industry or which manufacture 
Will be permitted to campete in a given market? 


A. Certainly on the surface, Mr. Mauro, it 
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seems unjustifiably unfair to the man who has to pick 
up that added burden. 

@. And that if there is a manufacturer 
in Fort William or Port Arthur or Northwestern Ontario, 
1500 or 1600 miles closer to Toronto than a British 
Columbia manufacturer, it would appear to you that the 
Northwestern Ontario manufacturer should at least Sbtain 
the same rate as the British Columbia manufacturer on 
the basis even of a cost of service? 

A. It just seems only common sense: to 
us. 

@. And, similarly, that you should be able 
to, going westward, if they have given a rate to a 


Montreal shipper into Vancouver or the prairie market 


that that rate should be available to a northwestern 


Ontario manufacturer or producer shipping into the same 
market -- the British Columbia or prairie market? 

A. Yes, that appeals to me, very much, 

Q@. Did you know, Mr. Phillips, that, for 
example, on these rates to British Columbia -- I will 
Just point out one or two of them to yous from Winnipeg 
to British Columbia on edible oils, $2.90 per 100 pounds; 
edible oils from Toronto, $2.26 per 100 pounds, even 
though Winnipeg is 1200 miles closer to the market. There 
are any number of these rates that you probably saw in 


our brief which we submitted. It is this sort of 


distortion that the Northwestern Ontario Development 


Association suggests should be laoked at? 
A. We do. 


Q. May I extend to you, Mr. Phillips, and to 


‘ 


erg 


ha 
wn 
~savene toa «ot yroos af rst 


la 
saint 
oriasid 1°52 Samiti? TON. 2 TUATEA SOROS: ‘| 


: dataing & aart woHeToT o2° Tsaols exits ‘0085. 
BAG nie Hoy og teoads Sigow gy aaron a 
; ro? 
tet 2 i roauidoa onsen oleae me 
eTiUose touloS cela a sis @8 stat 
. " ‘7 - 
409 8 0) Hews siesd 
>a a 4 nut, at A 


eve 0 Din one ova UB 


Gheny %O TStheg tara obs? 
ia a 


- 
7a 


n 
trl stented a sfatatl “ott -- os 
/ | 
‘i ae ¢". J % 3 , paki } sey A a 
Seay Jade M .wor keg BEG OD 
é r SiGmMuwLe) | oF sdH1 saan ito ote ax 


ua 4 vo qant 4 1 oO Sry dwo sno 4 rT 


~; 
ed 


| weirs OOT Oo-c8 , yp ataihe fo tdausto® debits 
neve Jebevog OOf teu AS.S¢@ . riod mort't atto s 
arant iowa etd of *sadleo eeltm OOS. al seqtadtw 
wen yYitsdoug itey Gane ode ceois Io xedeua % 2 
to tice ald’ ol. 3 bass bene oe panel: 
Jue asain onarag) casted mon odd 4 


peg vedtowt od blvott ave 


ae 


2 


ANGUS, STONEHOUSE & CO. LTD. Phillips 12511 
| (Gobeil) | 


your association, very sincere congratulations. This 

is the first major attempt of your association, as I 
know it, to present something to a Royal Commission on 
Transportation, and I think you have done a very credit- 
able job. 

MR, PHILLIPS: . Thank you very much. 

BY MR. GOBEIL: 

Q. In paragraph 45 on page 41 of your 
brief you talk of the mining industry, and you give 
a rate for 100 miles in the Province of Quebec, eopeee 
which is half of what you pay here, and, according to 
what you say here, this does not only apply to railways. 
It also applies to the waterways, and in that case it 
is two and a half times. How do you explain that? 

Is it just discrimination, or is there some other 
reason why there is such a big difference? 

A. We would certainly deWttate to use the 
word "discrimination", I think in the case of Quebec 
there is probably the ocean rates involved going down 
to Philidelphia and those ports, and I am not altogether 
certain of what this 70 or 80 cents might beon that privately 
owned railroad running up into Quebec. I am not certain 
about that, and I wish to make that quite clear. 

Q. But the same thing applies to the water 
rate too? 

A. Yes ~- well, no. 

Q. Except, it is worse; you arrive at two 
and a half times? 

A. Our mining people feel we should have a 


little better water rate to enable us to compete with the 
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traffic that is moving westward from the St. Lawrence 
: Seaway ports. According to these figures we have been 
given, we are at a distinct disadvantage. 

4/ BY MR. ANSCOMB: 

5 Q@-. I wonder if you would clear my mind 

on something that has not anything to do with freight 
7 rates. On page 16 you refer to some company who came 


into this area to build and construct ships, and then 


9 they say very distinctly that the high freight rates 
10/ prohibited them and they have left the Sipett business. 
11 Can you tell me if the wage structure in that area was 
2 the same or comparable to that in Collingwood = where 
13 their competition came from? 
14 A. They haven't left the ship-building 
15 business. It is still a ship-building company. 

16 Q. Yes, that may be, but they virtually 
1) say here that they don't build ships. 
i A. To keep their personnel employed, they 
19 have to become very versatile and extend into other 
20 operations. 
4 Q. Yes, I understand that. 
ay A. At the present time they have to bring 
23 in most of the components of their ship and what that 
a4 represents in terms of dollars I wouldn't be prepared 
* to say, but in competition with Collingwood and these 
oy other points we are at a distinct aiediveatase. 
id Q. Perhaps I don not making my question 
© quite clear. 
29 


A. As to the wages? 


Q. As to the wage rate in the two areas. 
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Is there a vast difference in the wage rate in the two 
areas? I will tell you perfectly frankly why, because 

I happen to come from an area where they are in the ship 
building business, and when they tender for Ships the 
rates in British Columbia are on an average of $2.46 

an hour. I said "average". When you come to Collingwood 
they are $1.86 an hour. So, there is a differential of 
60 cents an hour, and I am asking you, is there any 
comparison of that nature between these two cases you 
are speaking about, because if there is it is quite 
obvious that it is not all a freight problem that 

puts these people out of the Ship building business. 

A. No, and we don't pretend to contend 
that it is, but we do insist it is a ae factor. 

I would think that the wage here would be somewhere 
between the British Columbia figure and the Collingwood 
figure. 

Q. It might be a half way house? 

A. I would be only too pleased to get the 
exact figure for you. 

Q. No, I haven't got it but I can get it. 
However, I do appreciate your effort. 

Would you go to page 30 where you are dealing 
with another type of industry altogether, and you have 
1600 people employed with a wage structure of 6.6 million 
per year -- that is, $4000 a person for 252 or 254 days 
a year; not a bad rate, I suggest to you, and I am not 
arguing whether it is good or bad, but I am asking you 
whether that is entirely different from some area in 


Which your people might be competing? When you come to 
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TORONTO, ONTARIO (Anscomb) 
this question of costs -- and Somebody raised the ques- 
tion of costs this morning -- the question of time costs 


are very. important in industry, and when you come to 
average it you will find that the average rate per 

cost of everything, on an average, is about.-70 per cent 
of the value of that product. All I am trying to find 
out is whether there is such a vast difference there 

or whether there is not. If there is not, that settles 

_ it. If there is, then we may be wasting quite a lot 

of time in saying it is pretty well established that 

the railways or the truckers or the waterways are getting 
too much? 

A. I would think that the union rates in 
this particular industry, perhaps, would be comparable 
8 the rest of oie industry in Canada. The woodlands 
costs would be higher. 

Q. You think the 6.6 would be comparable 
to British Columbia? 

A. Yes; 

BY COMMISSIONER MANN: 

Q. Mr. Phillips, your association believes 
that one ttn the Canadian freight rate structure was 
geared to take care of the national development. Am I 
right in saying that? I am taking my cue from page 4 
of your submission where you say, "We respectfully 
Submit that our evdgrets is being retarded by a freight 
rate structure that is no longer geared to the developmen 
needs of the nation" and so on. When you say "no 
longer geared" you are saying, in effect, at one time 


itwas geared to the national development? 
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: ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. Ci, TARIO (Mann) 
1 A. It would seem so to us, sir. 
2 Q. You believe, then, that the freight 


3] rate structure should be an instrument of national 

4| development, do you? 

5 A. Indeed I do. 

6 Q. When we say "freight rate step eeaeet 

7) I suppose what we mean in this context is the railway 
8| rate structure? 

9 A. Yes. 

10 Q. Do you go further and do you also say 
11! that transportation generally is an instrument of 

12 national policy? Perhaps I should, before you answer 


that, tell you what I have in mind. Do you think the 


14 trucking industry and the Steamship industry,the airlines, 
15 and so on, are to the same degree instruments of 
16 national policy as you think the railways are? 
17 A. I could not hazard an estimate as to. 
18 the same degree, but certainly in varying degrees ‘they 
E are vital to the national economic development policy. 
0 Q. And should be used as instruments of 
4 national policy: would that follow from your answer? 
2 A. Yes, sir. 
# Q. On page 17 -- and this is a minor 
al matter of something you could enlighten me on because 
a I come from a part of the country where fish is rather 
26 


important: paragraph 21, you talk about express shipments 
< from northwestern Ontario to, presumably, Toronto and 

4 

S80 on, of fish. Are there no truck movements of fish 


from here to Toronto? 


330 


| A. I think recently they have instituted some 
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. (Mann) 


truck shipments. 


2 Q. And is that on the increase? 
3 A. Our information from that area is that 
: it will be as the roads improve. 
5 Q@. And that would mean that the express 
: rates would no longer be as important as they are now? 
q A. That would follow. 
$ Q. The movement from Lake Erie ports would 
9 most likely be by truck, would it? 
0 A. I don't know. I would think so. 
4 Q. If you refer to page 20, where you are 
2 talking about the efforts made by the government to 
AS stimulate winter employment, you have a sentence there 
Mg where you say, "the state-owned railway's protracted 
Ie obsession with a rigid rate structure nullified the 
16 
. State's efforts to spur employment..." and so on. 
17 
Are you making any differentiation at all between the 
& Canadian National, the state-owned railway, and the 
i9 ; 
Canadian Pacific in this regard? There is no particular 
20 . 
Significance to be attached to the "state-owned"? 
21 
A. No. 
22 . 
Q. This could also hold with regard to 
23) 
the Canadian Pacific? 
- A. Well, I cite a certain case there, and, 
25 
according to our information, it was the C.N.R. 
26 . 
Q. Yes, I just wanted to clarify that. You 
27 | 
|} are not trying to attach a stigma to the Canadian 
28 | 
| National? 
29 | 


| A. We love all our own possessions, among 


which is the C.N.R. 
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Q. Yes. In your discussions with the 
pulpwood operators, has there been any talk about 
getting pulpwood rates on a per cord basis? I am 
referring to page 32 where there is a quotation from 
something that was reported to the Gordon Commission? 
You talk abentathe comparison on a mileage basis of 
rates on pulpwood in the United States and Canada: 
many of the United States pulpwood rates are ona 
per cord basis. Has there been any interest in‘this 
area in a per cord basis for pulpwood rates euenee 
than one gees pounds? 

A. There might well have been, but I can't 
recall any such discussion, with my own limited exper- 
lence, 

Q. On page 42 of your submission you want 
a more pavitanie rate structure, rail and water, and 
you want that in relation to shipment of northwestern 
Bacario iron ore. Do you feel that such a rate 
structure could be brought about if bulk water carriers 
were brought under the eee sete Ge say, the Board 
of Pee advert Commissioners such as package freighters 
are now in certain parts of Canada? There is no 
control now, as we know, over the rates charged by 
bulk water carriers. Can you get to your equitable 
rate structure, do you think, if both components of 
the rate -- the rail and the water components -- were 
regulated by either the same agency or two different 
agencies? 

A. I would like to offer an opinion on that, 


Sir, but I just doubt my competence to do so. 
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Q@. At the bottom of that page, in paragraph 47, 
you are advocatii., the institution of northern 
3 development freight rates to Spur the use of our 
4! mineral and forest resources in the under-developed regions, 
5 and sO on: are you restricting your advocacy of 
6 development rates to primary production, or do you 


also envisage development rates for sdcondary industries? 


A. I think it would be a mighty big step 

: forward if we could start out with the natural re- 
: sources. 

10 THE CHAIRMAN: And you think they would breed 


11! secondary industries? 
12 THE WITNESS: Yes, we have already instances 
13 of that, in a small way, where the secondary ones 


are serving the primary resources, 


14 
15 BY COMMISSIONER PLATT: 
Q. In your brief you mention in several 
16 
places the importance of the export market: do you 
17 


think, rather than development rates, that if we had 

18 an export subsidy on all products going out of this 

19 country particularly primary products, and let them 

20 pay the normal freight rates, that this would accomplish 
1 the same end? 


A, It may well be. It would have to be 


22 
: considered in the light of the circumstances that are 
3 
there. 
24 
| Q. But you do feel it would be good for 
a 


Canada as a whole to do something to subsidize the 
26 export of primary products? 


27 A. Canada has certainly got to increase 
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4 its exports, and if this one formula by which it can 


2 be done, that williibe of advantage to Canada, why, 


3 it certainly would merit consideration, 

4 THE CHALRMAN : Thank you very much,.Mr., Phillips. 
5 Congratulations to your association on ae Submission, 

6 I think in a very real way you have made a -contribution 

7 to the Lakehead, and I am glad that I have been one 

8 of those who have béen here to hear it. Thank you 


9 very much. 
10 MR. PHILLIPS: It is extremely kind of you, 
i1 Mr. MacPherson and gentlemen. 


12 ---A short recess, 
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SUBMISSION BY 


' THE JOINT TRANSPORTATION COMMITTEE 

i FORT WILLIAM - PORT ARTHUR 

4 CHAMBERS OF COMMERCE 

5| Appearances: 

6] E. G. Charnock, Chairman. 

7 

8 THE CHAIRMAN: Yes, Mr. Charnock. 

9 MR, CHARNOCK: Mr. Chairman, the idea of this 


10/| was that Mr. Phillips brief was supposed to give you the 
11] symptoms and this one here adheres more elosely to the 

12| terms of reference given your commission. 

13 THE CHAIRMAN: Well, now, you are Mr. E. G. 

14/ Charnock? 

15 MR. CHARNOCK: That is right, sir. 

‘16 THE CHAIRMAN: And you are the Chairman of the 
17|| Joint Transportation Committee of Fort William and Port 
18 Arthur Chambers of Commerce? 

19 MR. CHARNOCK: That is right. 

20 THE CHATRMAN: And on their behalf you are 

21] making a Gventautes: 


22 MR. CHARNOCK: That is right. 


Mr. Chairman and Commissioners: 

1. It is a pleasure and a privilege to welcome you 
| On behalf of our Chambers of Commerce to The Lakehead. 
We feel sure that after the earnestness of our invitation 
} YOU will realize the real sincerity of our welcome. We 

also assure you than an appreciation of the magnitude and 


| Complexity of your terms of reference lead us to place a 
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very high value upon your deliberations and we thank 
you sincerely for this Opportunity for presenting to you 
Some phases of the complex Canadian transportation 
economy which we consider vitally important to our 
territory. 

2. In the preparation of this brief we have Sought 
to avoid all bias and to aihere to the principle of 
fairness which is a basic characteristic of Chamber of 
Commerce consideration of all matters perceiaine to the 
welfare of their respective locations and of our country 
as a whole. Our brief heats approved by the Joint 
Transportation Committee and by the Chamber of Commerce 
of Port Arthur and Fort William of which this committee 
is an integral part, legally organized and composed of 
Chamber of Commerce members appointed each year... 
Ss Because of our geographical situation and 
many physical and economic conditions, ours is a unique 
and quite complicated territory to consider and all 
Phases and types of transportation are vastly important 
to our economic welfare. 
4, Welcome has been extended to you by other 
ports but there is only one Canadian seaport at the 
Northwestern end of a waterway extending 2,235 miles 
from the Atlantic at Belle Isle and situated within 


four miles of the geographical east-west centre of 


| Camada, also 602 feet above the Atlantic mean at New 


York. These features add their quota of complications 


in comparison with ocean coastal ports and place us in 


direct competition with Duluth, Minnesota, which lies 


‘Southwest of us. Here at the Canadian Lakehead all 
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types of transportation meet, combine and/or compete, 

ay The inland part of our position has its 
complications, both urban and Suburban, for besides 

our two cities with their population of approximately 
90,000, we are eee with the vast territory of 
Northwestern Ontario with its potentials upon which 
nobody has as yet presumed to set a limit and regarding 
which our good friend Mr. Alexander Phillips, manager 
of the Northwestern Ontario Development Association is 


also presenting a Drié@l, eiting. vast potentials and 


many rates detrimental to their development, 

Se, A further complication in considering the trans- 
portation situation in our territory lies in the fact 
that while Winnipeg, for instance, may consider that 

Neast is east and west is west and never the twain 

Shall meet"-- they not only meet in Northwestern Ontario 
but overlap, The waybill analysis places our territory 
east of Port Arthur and Armstrong in the same regional 
group as Toronto and Montreal to which places they bear 
little or no relation except political, while from the 
Lakehead and Armstrong inclusive to the Manitoba 

boundary , our territory is more properly grouped with 

| the western or prairie provinces. Yet rates and cond- 

|} tions within both sections @*cour territory are 

35) Practically the same and more closely related to the 

| West than to south or southeastern Ontario, This 

21) complicates consideration of the waybill analysis 
lavcraces commonly used and adds emphasis to consideration 
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too much influence elsewhere until cour traffic involved 
| comes closer in volume to what it should be. Hence 
the separate brief has been prepared reporting specific 
| cases, | 
| 7. THE ABOVE DOES NOT MEAN THAT WE ARE ADVOCATING 
| A CHANGE IN THE STAT@S OF THE LAKEHEAD OR ARMSTRONG AS THE 
STAI ANG POINT OF THE WEST in THE EASTWEST TRAFFIC 
SITUATION NOR THEIR STaTvS Lv THE WEST~EAST MOVEMENT, 
| BUT IF A SEPARATE AVERAGE WITHIN OUR TERRITORY COULD 
| BE ESTABLISHED IT WOULD HELP TO CLARIFY CONS TDERATION 
| OF OUR SITUArroN, | | | 
Oe Our transportation situation and the problems 
| related to it may, for simplicity of consideration, be 
roughly grouped into two general phases: 
Geoocceooe transfer traffic 


Doesoeccee Lakehead om NW. Ontario welfare and 
17 development. 


Of course the two interlock and are inter~dependant to 
| a considerable extent with no absolutely definite 
Segregation of financial values practical on this basis. 
| 9. There has for many many years been a 
| complexity of freight rates applicable into, out of and 
Pinscusk the Lakehead and with the larger ocean ships 
| coming to the Lakehead now, this situation is still 
| further complicated so that we are very susceptible to 
a almost any economic change affecting transportation 
| €ven though the prime cause of the change may be far 
removed from the Lakehead. 
LO, Some of the instances relating to paragraph 9 


0] are as follows;- 
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dees ‘“Madiar vrrain marketing conditions 
versus the United States conditions can, 
and have caused grain to lie in our 
terminals while Ships which have unloaded 
here have gone light from here ef Duluth 
for export grain in 1959; and this despite 
the Crow's nest Pass Rates to the Lakehead, 

b... Removal of the"mountain differential" 
some years ago was followed almost immediat- 
ely by an increaseof 19 cents per 100 
pounds on lumber rates which have been 
chaotic ever since. 

Sess Replesing Steam locomotives with diesels 
plus increased use of oil and gas by 
commercial and private users has reduced 
the quantity of coal handled through ee 
harbours at the Lakehead from 809,548 tons 
in 1954 to 334,263 tons a 1958; a drop 
of 556,285 tons; and if we were to go back 
to aroung@ 1928 and compare es 1959 it 
would probably be a couple of hundred 
thousand tons more drop. This all means 
lost revenue to our merchants, utilities, 
ete. both eeat and in the towns around 
where the population has been greatly 
reduced. Presumably this has meant a saving 
to the railways and of course it is a 
natural surrender to automation and 
advancement but in the face of increasing 
freight rates at the same time, 
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might be excused if he wondered who got 
Fae 
d... Not only the facilities at a port but 

transportation beyond the port are import- 
ant. Unfortunately for us traffic is 
moving from Toronto points via United 
States highways to Western Canada (as was 
confirmed by the representatives of 
Brandon in cross examination in presenting 
the brief for that city before your, 
commission in Winnipeg cenauela Lie 
reason given us by truckers is better 

highways and trucking arrangements. But 
this situation is under consideration by 
our Provincial and Federal Governments 
which we hope and expect will be able to 
find ways and means of keeping this 
Canadian traffic in Canadian channels. 

€.e- Above all, inequalities and unrealistic 

features in rates with which we will 


deal later, 


Ls The Equalization of Class Rates helped our 
territory for the very simple reason that our rates prior 
to the equalized rates becoming effective were so high 
as to be out of all proportion to rates existing east 

Or west of us, 

12, The Bridge Subsidy has directly helped that 
Part of our territory which lies at or west of the 
Lakehead but as it does not apply into or out of or 


Within our territory east of the Lakehead the only benefi 
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that section gets from it is in connection with goods 
from the east via the Lakehead, But the method of 
application of this Susbidy gives, in our opinion, a 

far greater benefit to the far Westexn provinces as the 
application should have been on a Straight hundred 

pound basis instead of the present split method of 
percentage and "hundred pound", After all, if 

the subsidy did not exist and rates were charged on a 
cost basis over the territory involved, the cost, item by 
item, would be the same regardless of the destination 
and if the effect of this mileage is considered in 
connection with tapering then the ratio of reproduction 
to the longer hauls would be even less, 

12A....In his presentation on behalf of the Government 
of Manitoba, Premier, the “Honourable Duff Roblin 

(pages 2,3,4, and 5; paragraphs 1 to 12 inclusive) 
reported to your Commission a full description of events 
leading up to the appointment of your Commission and 


the comprehensive terms of reference given you, We 


do not need to enlarge upon this except to clarify our 


Position in connection with those events. 

aoe. First of all, the Turgeon Committee passed 
us by and considered little if anything between 
Winnipeg and Toronto; but in following up their re- 
commendation concerning equalization, our position and 
relation to the total picture was found important and 
Since then we have had recognition by the Board of 
Transport Commissioners for Canada, 


b... In all the previous protests made by the 
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provinces against rate increases, Ontario and Quebec 
alone refrained, §_ As far as Lakehead - Northwestern 
Ontario was and is concerned, we have recognized there 
are many Ontarios in the transportation sense with wide 
differences, but even if the Province as a whole did not 
protest, still, as we had clearly established our very 
close relationship to the western provinces, we would 
Share in any favourable result of their protests and 
avoid argument, But when an easement of the 
western situation was suggested in connection with | 

the 17 per cent increase, which would have been very 
much to our disadvantage, we presented our protest in 
Ottawa in April, 1959, before the Railways, Canals and 
Telegraph Lines Committee of the Federal Government, 
This put us in our proper category. 


ao. National Economic Policy 


While the Order-in-Council creating this Commission 


Speaks of it being “in the Natinpnal Interest that a 
comprehensive and careful inquiry be made .... into 
problems relating to railway transportation....", 
Clause (a) of the Commission's specific terms of re- 
ference Speaks of investigating legislative and other 
changes that should be made in furtherence of National 
Economic Policy, 

14, Clause (b) of the Commission's specific terms 

of reference mentions "legislation etc, imposed 

| upon the railways by law for reasons of public policy." 
15. ft is the considered opinion of this Joint 
Transportation Committee of the Fort William ~ Port 


Sey Arthur chambers of Commerce that the term "National 
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Economic Policy" is too broad a term to be used 

without further clarification by the Commission as to 
its meaning, as intended in the terms of reference 

and its relation to the role of transportation, 

16, The above-mentioned Specific terms of reference 
seem to imply that the Commission shall consider all 
factors of Canadian Transportation as of today and 
decide what changes are necessary to formulate a policy 
concerning transportation as realistic and as equitable 
aS possible to the public and all types of pasrese 
carriers, 

i such a ‘vonsportation Policy would of course 
influence the National Economic Policy by taking to 
account new factors not previously considered but 
revealed by submissions to the Commission. 

18. If a policy such as this could be brought into 
being on a realistic basis and subscribed to by in 
principle by the carriers, the Government and other 
bodies representative of the public, it would help 

to supply a basic and reasonable common starting place 
for consideration of the complex transportation 
problems of today and the future, 

19. This could be helpful in such cases as where 
"Public Policy" might demand that in the "National 
Interest", transportation services be rendered at 

rates not compensatory to the carriers and it becomes 

a matter of "National Economic Policy" as to whether 

or not the service shall be provided (or maintained) 


and how the deficit shall be taken care of. 
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20, The immense contribution made to Canada's 
economic welfare by transportation is history and so 

is the assistance rendered by the different Governments 
to national and regional development but there is 

still opportunity in Northwestern Ontario as‘in Northern 
Manitoba for plenty more of thig service which would 
benefit not only the territory involved but would 

Solve a considerable part of the transportation problem, 
Bk. There are also places like the) Maritimes where 
the process still continues in order to meet special 
conditions and it is just as reasonable that special 
attention should be given to the undeveloped parts of 
our country to obtain the revenue which is seemingly 

So badly needed from the development of vast potentials, 
Beis This situation was covered extremely well in 
the brief presented to your Royal Commission in 

Winnipeg in February, 1960 by the Honourable Gurney 
Evans on behalf of the Government of Manitoba, We 
refer to paragraphs 56, 57 and 59 under the heading 

of "National Transportation Policy and Regional Economic 
Development” and it should be Specially noted that the 
Prutendatiens made in these paragraphs are on a 


broad, constructive, national basis which the Chambers 


of Commerce at the Lakehead Sincerely appreciate and 


Pres by the following recommendations; 

1) The Commission in reappraising the role of 
national transportation policy to-day give 
careful consideration to its effectiveness in 
encouraging regional economic growth and 


expansion, and that’ the ‘Commission recommend 
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Such changes in national transportation policy 
as are required to re-affirm its positive 
role in facilitating development of the 
various regions of the country, Examination 
is required in particular of the deterring 
effects of present Gransportation rates and 
freight classifications on the industrial and 
commercial growth of the less developed 
regions, 

2) The Commission examine the deterring effects 
of the present freight rate structure on intra- 
regional development with a view to re- 
commending removal of the inequities and 
distortions in the freight rate structure as 
between different areas in a region, Not 
only does the present freight rate structure 
result in intra-regional inequalities in 
opportunities for development but it also 
results in intra-regional inequalities in 
opportunities for industrial and commercial 
expansion, Decentralization of industry 
and commerce into rural areas of the provinces 
including Manitoba and Northwestern Ontario 
requires a level of freight rates that will 
encourage local development. 


a4, Development Rates for the North 


The present freight rate structure cannot 


facilitate maximum development of the resources of 
Northern Manitoba and Northwestern Ontario. Rate 


reduction will stimulate creation of new traffic and 
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Will increase existing traffic, There appears to be, 
: however, a disposition for the railways to conform to 
° existing traffic patterns, administrative procedures 

p and competitive arrangements which inhibit thats ability 
; to make the necessary adjustments in the ice rate 

4 structure, Implementation of national policy 

for the development of the Canadian North therefore 

; requires, in the Manitoba Government's view, and that 
: of the Chambers of Commerce of Fort William and Port 

| Arthur the institution of development rates or alter- 
: Pitively a northern development freight rates subsidy 

‘ to enable the railways to reduce rates, There is 

a precedent for such assistance in the particular 

bs national policies that are designed to assist the 
Ni various regions of Canada in their development by means 
; of special subsidies from the Federal Government for 

’ the reduction of freight rates to shippers in 

‘ these regions, Such assistance should properly 

4 be borne by the Federal Government as part of its 

$i national development policy, It would enable the 

5 railways to institute a level of rates that would 

$, facili tate development of the northern regions, 

ii Dy The Government of Manitoba has recommended that 
“| the Commission, 

06 1, Examine the impact of the present railway 

| freight structure on development of the 

Ey Canadian North, including Northern Manitoba. 
I 2. Investigate the means whereby there could be 


instituted development rates or alternatively 
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a northern development freight rates subsidy 
for shipments to and from the northern 
regions based on the principle underlying 
either the Maritimes Freight Rates Act or 
the East-West Bridge subsidy, 
26. The Chambers of Commerce of Port Arthur and 
Fort William do hereby concur fully in the above 
mentioned recommendation but with the additional recom- 
mendatinn to the Commission that Northwestern Ontario 


be included as well as Northern Manitoba, 


eT’: The words underlined are those added to the 
12 original recommendation, 
13 28, Before dealing with Inequities in The Freight 
14 Rate Structure ete, and in order that an idea may 
Ma oe"gained of the pattern of traffic and conditions 
16 to which such matters apply, the following detail is 
17 Submitted in the order mentioned in paragraph 8 of 
18] this brief, (page 2) 
19 2g. | transfer Traffic 


Ever since Fort Kaministiquia was built on 


the river of the same name in 1679 near where the river 


enters Thunder Bay, the Lakehead has been a key point 

in the exploration and later the development of Western 
Canada, It was here that big lake canoes transferred 
Supplies from the East to smaller river canoes and in 
return received from them furs from the West, 

30, _Thée pattern of movement of supplies westward 
and products eastward, grew and developed and built 

our two Lakehead cities, The pattern still 


exists though commodities and carriers have changed 
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beyond any comparison, It is a far cry from a canoe 
to a 725 foot "laker" or a diesel, 

31, During the navigation season of 1958 (if 
official figures for 1959 are availabie before this 
brief is circulated, they will be reported as an 
appendix.) the Lakehead harbours jointly handled the 


following tons (2000 lbs.): - 


Loaded Out 


Coastwise 8,115 ,684 
International DOT D559 
10,087 , 243 
Unloaded 
Coastwise 644 093 
International 479 841 1,123 ,934 
Total tons via Lakehead 11,211,177 tons 1958 
Toronto and Hamilton LOSGGO501 . ..., .. comparision 


Number of ships carrying the Lakehead tonnage were as 


follows: - 

Arriving: Departing: 

Under Ballast 1546 Under Ballast ss foe 

Under Cargo oe S73. Under Cargo Sy Ge a 
TOTAL 2119 2116 


3 tied up? 


Of those which cleared light, some undoubtedly went to 


Duluth for grain due to U. §. Disposal policy. 

Of the total Lakehead tonnage, all the grain 8,341,805 tons 
and package freight estimated at 540,000 " 
would be for account of Western Canada, say 8,900,000 tons 
Pound figures, 

pee These figures plus the fact that Western 

Canadian grain people have a capital investment in 


Our terminal elevators of perhaps close to two hundred 


million dollars ($200,000,000) give a fair indication 
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of the relationship between the west and the Lakehead, 
They show how closely the economic status of the Lakehead 
depends upon and is affected by the economic devel- 
opment of the west. 

a3. Total facilities at the Lakehead including 

93 million bushel terminal elevator grain Storage, 

ore dock, coal docks, oil docks and transfer sheds 

also a considerable number of private docks, have a 
combined value of well over three hundred million 
dollars ($300,000,000). The federal government is in 
the process of building transfer sheds and docks at 

a cost estimated at seven and one-half million dollars 
more ($7,500,000), We have close to 40 miles of 
Water-front all told, 


34, Lakehead-Northwestern Ontario Welfare and 
OP wesvern Ontario Welfare and 


Development. 


This territory includes in its approximate 
213,000 square miles the two Lakehead cities of 
Port Arthur and Fort William who's harbours jointly 
constitute the world's largest grain shipping port. 
It also includes about a dozen important, widely 
Separated communities engaged in such industries as 
Mining, pulp and paper, lumber, woods products, farming, 
fishing ,tourisn etc, Yet the whole territory only 
has a population of about 220,000 or somewhere near the 
half of the population of greater Winnipeg, Thus 
We need more industry to bring more population, for 
industry and population are two of the prime factors 
in the production of traffic. 


Bo. Though the traffic from and to this area 
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runs into millions of tongs per year the need for 
development of its immense preven resources and 
potential untapped resources must be apparent, 

36, And the key to it all is “RANSPORTATION RATES, 
BT. CONSEQUENTLY THE CHAMBERS OF COMMERCE OF 
FORT WILLIAM-PORT ARTHUR ON THEIR OWN BEHALF AND ON 
BEHALF OF THE VARIOUS ASSOCIATED CHAMBERS OF COMMERCE 
OF THE DISTRICT EARNESTLY REQUEST THAT YOUR ROYAL 
COMMISSION GIVE CAREFUL AND AS PROMPT AS POSSIBLE 
CONSIDERATION TO THESE CIRCUMSTANCES AND ESPECIALLY 
TO THE SUGGESTIONS OUTLINED IN PARAGRAPHS 23 TO 26 
INCLUSIVE OF THIS BRIEF, 

ao. They waybil2 analysis divides out territory 
into east and west and so averages are not available 
covering our area as a whole, The rates in the two 
Sections are however basically the same. To the 
Lakehead from Heron Bay 196 miles’ east and Sioux 
Lookout 197.5 west class rates are equal. Individual 
rates Seem in line with those Manitoba show, not 

any lower anyhow, but of course Manitoba shows averages 
without definite mileage, Thus checks against 
Specific individual movements are not too easy. We 
refer to Schedule D in the brief read by Premier 

Roblin in Winnipeg, February, 1960. 

39. inequities in the Freight Rate Structure 

The Chembers of Commerce of Fort William 

and Port Arthur earnestly and respectfully request the 
Royal Commission to give careful consideration to the 
following conditions in the freight rate structure 


Which the Chembers consider particularly detrimental 
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to the welfare and development of the Lakehead and 


2 Northwestern Ontario. 


31 ho, Horizontal Freight Rate Increases on a 

4 Percentage Basis 

5 The fact that a far larger percentage of ing 
6 creases in freight rates has been authorized by the 

7 Board of Transport Commissioners for Canada than the 

8 carriers have been able to realize would seem to be 

9 prima-facie evidence that the aforesaid authorizations 
10 are not realistic, in evidence before the Federal 
1 Standing Committee on Railways, Canals and Telegraph 
2 Lines in Ottawa, April 14 to 17, 1959, inclusive, 

13 the authorized percentage increase was quoted as ibe 
14 per cent while railway revwnue increase was reported 

15 as 58.3 per cent but Mr. J. JZ. Frawley gave ample 
16 and very convincing evidence that the maximum amount 
’ Was being charged in may cases, At this same hearing 
18 Commissioner Leonard Knowles described how the 

4 Waybill analysis was prepared and used in arriving at 
| 2 baSis for freight rate inereases, 

1 by, We have nothing but respect for the members 
» of the Board of Transport Commissioners and a sincere 
23 appreciation of the work they do, We also appreciate 


| the usefulness of the waybill analysis for a good 

95| ™@ny purposes and understand all the work which goes into 
26 | its preparation also how carefully it is done as 

| Perhaps the only way in which the information 4t gives 

28 | can be prepared. 

a9) 42. We still feel however, that there must be 


39] Some factors or some circumstances not given full 
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45, 
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i. 


De 


recognition in relating these figures to prospective 


rate increases as bases, for the following reasons; - 


That the increases on the bases permitted 
the carriers have not been realized, as — 
per paragraph 40 above. 

That if these authorized bases inélude ; 
Such items as loss in other railway 
departments, such as passenger traffic 
they should be removed, (more about this 
later.) | 
That every increase in railway freight 
rates permits highway truckers to compete 
in ever lower classes of freight; that 
the competition so engendered may have 

a further effect upon railways and scale 
authorized, than is fully recognized. 
That while the waybill study is based 

on actual traffic, it is on traffic 
which has moved without any guarantee 
that the traffic upon which the increases 
are proposed to apply will remain 
constant enough in detail of ratio of 
classes, volume and subjection to agreed 
charges etc. to produce the anticipated 
results, 

While consideration seems to be given 

to the economic status of the carriers, 
it is not apparent that the economic 
Status of the customers whose goods the 


rates must move gets much attention. 
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Void. 
6, Perhaps, as in a. sound commercial budget, 
reasonable and fair protection against 
circumstances reasonably anticipated to 
affect the situation should be considered 
such as the fact that goods or services 
not moving under present prices will 
harddy do so under a higher price, 
50. We do not pretend to know all the detail of 
this basic construction and there may be mitigating 
circumstances but from the effect created we cannot 
make them seem realistic, 
op We are however quite well posted upon the 
effect of the distribution of the resulting horizontal 
increases on a percentage basis as they pertain to our 
territory. We know they are a detriment to 
the development of new industry, to the retaining of 
what we have and to the general welfare of the 
Lakehead and Northwestern Ontario. 
De. In a district such as Northwestern Ontario 
where a considerable tonnage of basic goods must be 
moved comparatively long distances this percentage 
method of distributing the burden of increases is 
absolutely unfair and the increases are worsening the 
very situation they were supposed to cure as far as 
the railways are concerned. 
53. If all traffic was subject to agreed charges 
or competitive commodity rates then of course nobody 
Would pay the maximum rates. But in our territory 


there are less than a dozen agreed charges held out of 
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the nearly 900 in existence in Canada and few shippers 

whose application for participating in others would, 

seemingly, stand much chance of success, Consequentl 
it is in territory such as Northwestern Ontario that 

So-called "captive traffic" exists and pays the lion's 

share of increases, It was admitted by the 

railways in a hearing in 1958 that about 75% of a 

proposed increase would be extracted from 32% of the 

traffic and from districts where the extensive road 

competition prevalent in some eastern sections did 

not exist, Northwestern Ontario is no exception, 

54, While detailed statistics are not available 

the following are specific cases quoted from letters 

in our possession which do demonstrate the situation 
as follows: - 

(a) "Domestic freight rates both inward and 
outward reflect against this place particularly 
as they bear the full impact of recent hor- 
izontal increases, Certain rates were 
increased by $11.80 per ton whereas a com- 
petitor elsewhere, originally paying .35¢ 
per hundred pounds less, had an eventual 
increase of only $6.60 per ton as against 
the $11.80 paid by us." These people also 
say: "There is no apparent discrimination 
in rates published to and from here when 
compared with other places in Northwestern 
Ontario, Truckers will meet rail 
rates but they show no inclination to reduce 


below rail rates," So this firm is "most 
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definitely" against any further horizontal 


increases on a percentage basis because rates 


in the east and far west give competitors a 


4 decided advantage and "consequently successive 
5 horizontal increases impose a transportation 
° cost burden upon us out of all proportion 
7 to product sales value on a competitive 
domestic market." 
; nae The name of this location is withheld for 
0 commercial reasons but we are pre pared to 
ay demonstrate authenticity of quotation to 
“ Commission in confidence if necessary, 
. 56.(b) On April 16, 1959 Mr. H. Styffe of Port 
- Arthur, Ontario gave evidence before the 
: Committee on Railways, Canals and Telegraph 
e Lines in Ottawa that the timber firm 
4 of which he is vice-president had been ex- 
g cluded from operating in certain territories 
4 in Northwestern Ontario and from certain market 
: previously enjoyed because rates on pulpwood 
: had risen between 1956 and 1958 by almost 
? Six dollars per cord, 
e BY.) There are other similar cases but the above 
24 
are typical, 
25] 
| 58 .(d) In the report of the Turgeon Commission 
i] dated February, 1951, page 51, are summarized 
27 | : 
| complaints they had received under six headings 
ris outlining good and sufficient reasons for 
29 | 


| the Commission's conclusions on pages 61 


- 62 of the same report as follows: - 
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"Applications for uniform horizontal 
increases to all freight tolls assume that 
all freight can, under all conditions, bear 
an equal burden of increase. This is an 
incorrect assumption, 

rat) Horizontal increases, although preserving 
rate relationships percentagewise, distort 
them in cents per 100 pounds (or other unit) 
in so far as shippers and consignees are- 
concerned, and this is of much tupersance 
to them, 

(Lit) Horizontal increases aggravate the disad- 
vantage already suffered by long haul shippers 
and consignees, 

59. We believe that these reasons and conclusions 
are still valid and have in fact been worsened since 
the Turgeon report by further increases, We also 
believe that due to the conditions we have explained, 
our territory is bearing an unfair burden due to this 
cause, so that while carriers may justly claim 

that their rates are not the only cost items which 

have risen, they have nevertheless helped other items so 

to do, With merchants these increases have tended 

to encourage a buyers market to which increases 

Cannot so readily be passed along. In the surround- 

ing towns created by mines, mills timber industry etc. 

these indirect features have a direct influence upon 
industry operation and the retaining of employees who 
are just as sensitive to cost of living rates as are the 


Pailway employees or any other group. 
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It is the earnest belief of these Lakehead 
Chambers of Commerce that freight shippers and consignees 
should not be called upon to pay for losses Sustained 
in other railway services except as individual members 
of the general public for whom those other services 
have been organized and maintained; also that in ass- 
essing any proportion of costs common to various 
railway Services only a fair and reasonable ratio 
Should be charged to the freight. service in the way of 
freight rates, It isalso their belief that fun De 
rates have now reached a level where the railways stand 
to lose rather than gain revenue through further 
horizontal increases made and assessed without some 
changes in method, 

61, The Chambers of Commerce of Port Arthur and 
Fort William therefore recommend that the Royal 


Commission on Transportation: - 


(a) Give prompt and fair consideration to the 


basic factors of necessity and equity as 
evident in determining bases for freight rate 
increases and ..... 

(b) Seek a more equitable and realistic method 
of distributing the burden of freight rate 
increases and as far as reasonably possible 
in the matter of horizontal increases adopting 
a cents per hundred pounds basis and elim- 
ination the unfair percentage basis. 

62, We feel that the plan suggested in Winnipeg 


is very much preferable to the present one but do regret 
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that apparently it was not found possible to dispense 
entirely with the percentage basis even in the lower 
rates adjustment, It seems however, necessary 
to adopt a sort of reverse tapering to avoid making 
the lower rates unreasonably high, This demonstrates 
that the whole rate structure has reached a level that 
is unreasonable as to basis and in its relation to 
Supply and demaror other public economic status if 
only the high rates can absorb an increase without this 
unreasonableness being apparent. The fact of the 
matter is that increasing a rate does not increase its 
ability to move goods but rather decreases it 
value in that respect, Thus, just for the sake of 
argument, if it were possible to adjust the lower 
rate situation and so make a flat 100 pound inerease 
across the board, then the easement in the assessment to 
the higher rates might produce enough extra traffic to 
more than compensate for the adjustment ----- but of 
course it would be in different pockets unless read- 
Justed, (The plan mentioned in the first line 
of this paragraph is the one which “would allow half 
the revenue to be realized by assessing a flat cents per 
100 pounds increase while the balance would be obtained 
by a percentage increase." Hon, Duff Roblin, Winnipeg, 
February, 1960, Page 6, Paragraph 55.) 
63. Joint Through Rates. 

In land-water or land-water-land or water- 
land traffic our interests are both in the handling 
of through traffic and in the rates on local movement, 


In the former our interests lie in seeing through rates 


aA 


i ww ws a 
quik ot aid Ieseq — tort sailed De aoa ta) 


_ : ar 
« oe 


br ; id ' 9gftttl asf 
xoeot ond Wr teve Bkend Shedneoted: ad Et 


i 


| ; 
) cieseoosn (usveHod amen #F treat a 
ih ¥ 
rblam btovs otroyst sémevex to dd0e B 
. 

, te Sari yivsreenewiy setex Tew, 
\* we a ed _ 

| 


i oThuo uate avpt eLoriw 2 a8 


o } a 
| 1s Nobésfex nul <i cop ehebd of es-eldscqamezns 


pre 
7 


a 


nige® wo Exracied bow _. _ i 
ms 


pes ] 


| ' TT | wosds sian a0at seaming 
Kyas. wetted avonefdacoe 

ey 6 poheworsnere Sasi at 
ne | eroat soe Bbaog sven og ‘yoni te 
ui | oo scisen tard ok ew 
De) Oi ‘dtesog anew t: Si , ween 


ail sc bis codtentte 


is “ty Ge As , bezod ant 


« ait vot edgnaneymod aad? s 

vt i bteew gi 
| ' r 7s ‘tu acto 1 

‘ eieT 1 isiq edt} ¥ Bins 

show one of? ef dgagetaq ohid 

a 

beutinew od OF SuaevetT 

bi wei ies ft} afldw sasewent ebavog | 

— ae, > 

ee 3 Sega tidoR Vind .cok “ steesect sgernec og | 


DHiLAtTRS tas .a eye Oeet « 
- 


acini Ag youn’ Jaro 7 


-qalev so biel-wtaeeStel 1) teden-oaniony 
7 ev € 


arktbnen aie nt Wad ote aéseuedal two ®., 


ANGUS, STONEHOUSE & Co. LTD. 
TORONTO, ONTARIO 12544 


that will move the maximum quantity of goods through 
our harbours as well as a differential under all-rail 
rates conducive to the same result, 

64, We are not satisfied that the present con- 
ditions meet these requirements, nor, with all due 
respect for the Board of Transport Commissioners, 

are we satisfied with the apparent lack of considera- 
tion given a very short, but seemingly to us reasonable, 
“submission by us in support of a case submitted 

by Manitoba in this matter of a few years ago and turned 
down for reasons seemingly more academic than realistic. 
65. Equa lization sought to eliminate the use 

of trick mileages as rate bases (quite different from 
short alternate routes goods could actually travel by 
rail) but as far as the movement by water is concerned 
the basic mileage used is Just that, while at the same 
time equalization was cited as reason for a big decrease 
in the differential as far as the Lakehead is 


concerned, surely also it is a bit fantastic to 


Yelate rates on traffic via Lake Superior with 


Armstrong Ont., to reach which place, goods would 

have to travel east then north or north and then east 
more than a hundred miles from the Lakehead, when those 
S00ds are for Winnipeg or west of Winnipeg, Never 
are goods remotely likely to travel that way. 

66, We are not overlooking the costs connected 
With this traffic such as handling etc. and some other 
Complications both pro and con but neither are we 
Overlooking certain traffic presently travelling 


Over United States routes, nor the fact that present 
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conditions tend to induce traffie to pass by these 
ports by all-rail, 
67. The Lakehead Chambers of Commerce therefore, 
recommend thatthe Commission: - CAREFULLY INVESTIGATE 
THAT PORTION OF JOINT THROUGH RATES ASSESSED BY VESSEL 
OWNERS AND THE PRACTICAL POSSIBILITY OF A DIFFERENTIAL 
UNDER ALL RAIL RATES MORE CONDUCIVE TO USE OF THE 
JOINT SERVICE AND THE DIVERTING OF EAST-WEST TRAFFIC 
FROM UNITED STATES HIGHWAYS, 
68. Panama_and Transcontinental Rates. 

While it has in the past been conceded that 
carriers were not obligated to meet competition if 
they did not want the business at the competitive 
rate, still competition has been met between certain 
points that were detrimental to the interests of 
intermediate places, There have been actual cases 
Where goods from Vancouver have been billed to Toronto 
and back to the Lakehead at a lesser cost than from 
Vancouver to Lakehead direct which on the face of 
things is surely absurd implying as it did an extra 
haul east and back of over 1600 miles. These particula 
Cases have been eliminated. 
69. But even when the rate from Vancouver to Toront 


{ 


is the same as to the Lakehead, as it has been from time 


to time on certain classes of lumber, wood working 
industries andcothers here are deprived of actual 
mileage advantages to which in common justice they 
Should be entitled, 


70, Panama competitive rates have often been cited 
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as the cause of these inequalities, .If Panama 
rates apply to Toronto it should be conceded that 
now when we have larger boats coming here from the 
east, Panama conditions should apply here also; 
Failure on the part of the railways to recognize 
these conditions could result in through cargoes 
eventually just as the method of application of increases 
on international traffic has brought lumber here 
from United States points while taking lumber to 
Sault Ste. Marie, Michigan at lower rates from 
British Columbia than from the same points to 
the Lakehead, 
Rail rates on lumber at time of writing 
(March 1960) quoted as follows: - 
British Columbia Coast to Lakehead 1.66 per 
100 pounds, 
British Columbia Coast to Torohto 1.58 per 
100 pounds, 
U.S.A. Points to Toronto 1.58 per 100 
pounds, 
ti: The Chambers of Commerce at the Lakehead 
respectfully request that the Commission give serious 
thought to further examination of inequitable status 
of intermediate points, 
(ce Agreed Charges 
We have listed Agreed Charges under the 
heading of inequalities, not because we are protesting 
them in general but simply because they cannot help 
being a disturbing factor in their application as 


affecting the idea of equalization and a considerable 
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1/ number of comparatively small and Some fairly large 

2| Shippers and consignees the details of whose business 
3] does not allow them to participate in these charges, 

4| Individually these businesses may not represent. much 

5] of a case but collectively in our territory they do 

6]| as they must in other situations like ours, 

am (3. It is only natural that in the larger centres 
8| with more and larger industries, more agreed charges 

9| will be granted and thus be a factor in preventing 

10] decentralization, the opening of branch factories, or, 
11} in other words, development in our territory. 

oy 74. It would be foolish to protest this type of 
13 rate as long as it is compensatory because the railways 
14] have apparently found that they were necessary to move 
15 the goods they cover or to obtain volume against 

16] competition and without volume the railways are sunk. 
iw) 75. But if this "New Look" is applicable fairly 
18] in the matter of agreed charges it should be equally 
19/ applicable in rates to assist economic development in 
20 territory like ours for the very Same reason, namely 
21| the welfare of the country and of the carriers by 

22| increased volume of traffic. 

23 76, This confirms our recommendation earlier in 
24! this brief and unless something is done along these 

a| lines we can only repeat part of a decision by the 

%6/ Interstate Commerce Commission (235 Icc 485) wherein 
it was recognized that economic, industrial and 


| 

28 | transportation conditions in the United States had 
| iW 2 
| materially changed and that so-called "Unjust Dis- 


crimination" is not a loose generality, but rather a 
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question of fact depending upon the circumstances of 
each case, This is lifting the taboo on that 
terrible word which we have so far refrained from 
using though by no means denying its existence, 

rea Crow's Nest Pass Rates on Grain and Flour, 

We have not entered the controversy regarding 
these rates because while we, aS the world's largest grain 
shipping point are very much interested in rates from 
the prairies and from the Lakehead to world markets 
which will move the grain and keep our terminal elevators 
busy, we recognize the fact that rates are not the 
only factor involved in the grain movement and that 
the solution of this problem lies with the grain interests|, 
the carriers and the Government. 

Our part in this movement lies in the efficiency 
With which the handling is conducted at the Lakehead. 

We have been pleased to receive letters from overseas 
expressing appreciation of this efficiency, especially 
in dealing with some new and unique conditions in 
connection with ocean ships, Also in dealing with 
an opening rush, inéxperienced crews, improper ship 
equipment etc, which might have caused much delay. 
a9: Much credit is due The Lake Shippers Clearance 
Association in this service which is unique in world 
Grain shipping. The "lakers" just naturally took 
it all for granted but the "salties" found it a new 
experience, liked it and say they are coming again. 
There were of course a few that were absolutely un- 
fitted for grain service which should never have come 


here at e112. 


7 
any 


: : 7 . 7 hi 

: An Tray: ~ i 
Yo 2scanteiyertio ait Goqe i si . SOL a! 
: 714 


| jens of o0Gen aay eibital ¥r ; ek 998, 
ia 
} ; ; : a z ‘ 
ort batkevies “et ce avad aw Mabel Om | sae 
t' a; 
| c.f co 4 & wok 2 ry rl ARE au on yt L A uAMES * 
| . | a dy 
“all | a +c a ae [00 Gal Jeo Bi word _ : 


mags Ten ov eri oW : 

i. : ; | 3 | 
| : | y | Exe sauanod asiet 4 > 
ie | alae 
) cree esa dalog Bs — 

‘ “s 


ae ae if 7 : i 4 ote seatrts g' %. 


~ ~~ - — 


‘4 oalevn soe Svor Letw a te 
| ‘ ‘ wi ade extrgooss aw wah 
mo at Gevtoynt sera iatal 
eiitewm atdd to deteeios 
so) orf? Ete Bx. 
21) al dneq ie 
et stl onan: eng iin betwe r ! 
tigte 91 nokakte Heed ov i 
lf . 
ottetoenqge grttass 
' 


as woti ston NtLw onttaee b t 


‘seoo Milw aolvs 


_ 


‘get dave naieag 


” a ee: 


+3 > af g¥bexo daa. 


tHoW Reet 2 s6 etns ut aot? 


| val 


bt, Silakutan ater” o#@  jamkaqida We 


- 
fa 
§ 


; yay - 
is. YE GelrQt “eeloies” one Jed bettete OT £ 
’ : | dial 

(dings gine: sap gods dee bes Ot Setth (eoRes 


‘etl? wel @ SatireS 


a 


2 


ANGUS, STONEHOUSE & Co. LTD. 


TORONTO, ONTARIO 12549 


Welland Canal Tolls, 

There is one feature however which concerns 
not only the grain movement but most of all lake 
movements to and from these ports, namely tolls on 

the Welland Canal as follows: - 

a1), Up to the time of the opening of the S67, 
Lawrence Seaway (which by the way extends only from 
Montreal to Lake Erie) this canal service was free, 

Now, however its tolls act as a discriminating factor 
against traffic west of the Welland, In seaneetaee 
with the grain from here they discount the anticipated 
Saving from reduced handling, On general cargo 
westbound they are a factor in promoting such movements 
as from Montreal or Toronto via highway trucks over 
United States highways to western Canada. They 

work against our iron ore to Hamilton Ont. and any points 
east of there, 

82, This canal is, was and always will be a 
Canadian institution quite different from the part 

of the Seaway east of Lake Ontario and it seems quite 
obvious that little consideration was given to any 
Canadian interests west of Hamilton when tolls were 
assessed thereon as part of the amortization programme 
Which also covers the eastern portion of the Seaway 
Where the big power project exists which is of no 

use to us in the west, 

83, Naturally we are not overlooking the fact 

that ore from Seven Islands will contribute to defraying 
Welland operating costs etc, but neither are we 


Overlooking the fact that U.S. interests could seek 
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to retaliate by tolls at Sault Ste, Marie, Michigan, 
where they are providing all the service worth mention- 
ing as the Canadian lock is no longer practical, 

a The Chambers of Commerce of Fort William and 
Port Arthur therefore recommend that the Royal 
Commission on Transportation; ~- 


oe. GIVE CAREFUL AND PROMPT CONSIDERATION TO 


THE DISCONTINUANCE OF ASSESSMENT OF TOLLS ON THE 
WELLAND CANAL, 
GO. Obligations and Limitations, 

The second term of reference for the 
Commission was; 

"the obligations and limitations imposed upon 
railways by law for reasons of public policy and what 
can and should be done to ensure a more equitable 
distribution of any burden which may be found to 
result therefrom," 

Os To @hieve fair but efficient transportation 
regulation under today's complications is not going 
to be an easy task, nor can it be done quickly. That 
it should be done, there is no doubt because our 
Railway Act still reflects conditions that are past 
and lacks attention to some that are new, Let us 
take a quick look at pre-trucking days. 

88, Prior to 1887 when the Interstate Commerce 


Commission Act was passed, when the railways were 


abusing their monoply and Mr. Wm, Vanderbilt's policy 
of "the public be damned” was in full Swing, trans- 


portation regulation was demanded by the public, 


Recourse to the courts was tried and found wanting 
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1 


Pebatcs from the courts could only be obtained through 
2| actions for damages or criminal prosecution, So the 
3] I.C.C. came into existence as one of the earliest 

4 examples of administrative regulation of industry. 

S| However it took them until 1906 to overcome the 

6 prejudice, precedent and greed which delayed the 


7| effectiveness of the arcecs 


8/ 89, Thus the Pattern was set for the Railways. 
ee oe SEY LOD tne Railways. 
9 It was OK in 1906 to rule that the railways 


10| must accept almost any traffic offered them as it might 
11! have well been that some of the less attractive goods 

12] were being refused. Today it is not fair that 

13! truckers have no such obligations so eheynvangior 

14 instance, haul barrels filled with goods paying fair 

S| rates and force the railways to carry the empties which 
are bulky and unattractive as to rates. Thisuis 

17 quoted as an example of the old and the new without 

18 regard to volume, 

19 90. Regulating public safety measures, liability 
20 and contract obligations Should be on as equalized a 

21! basis as possible, even though there is a big difference 
22 between equipment for which the railways are responsible 
23 and a trucking firm which does not necessarily have to 


Own any of the trucks it operates. 


" oi, When it comes to rates, real problems present 
26 themselves, Some of the responsible truck operators 
27 


have told us they would welcome rules which could 


28 be enforced and which would prevent another type of 
of trucker from disregarding any rate of classification 
0 


regulations and accepting goods at bargain rates. 
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Nobody knows how much of this is done for no shipper 

is at all likely to report a bargain he may get again, 
92. On the other hand the railways are "sitting 
ducks" in comparison, so perhaps outside of some basic 
factors, there could be some easement there on 

traffie common to both types of carriers, 

93. The policy of the Chambers of Commerce is of 
course in favor of free enterprise, to refrain from 
prejudice, and to regard fair and legitimate competition 
as contributory to public economic welfare and concede 
the right to each carrier to take advantage of his own 
particular qualifications, but are well aware that 
unfair competition is neither legitimate nor profitable 
in final result, 

94. This whole business of transportation re- 
gulation appears to present such a difficult problem 
that it seems much like the task of equalization, 

It does not seem at all possible that all interests will 
or can be satisfied and thatconsiderable compromise will 
be necessary to arrive at a reasonable, realistic 
conclusion; perhaps almost complicated enough to 


form the terms of reference for a small group on 


its own, 
95. The ae ie Chambers of Commerce therefore 
Suggest to the Commission: 

THAT A CAREFUL REVIEW BE MADE OF ALL THE 
VARIOUS REGULATIONS PERTAINING TO CANADIAN TRANSPORTATIO 
(WITH THE EXCEPTION OF SUCH ACTS AS THE CANADA SHIPPING 


ACT) WITH A VIEW TO SIMPLIFICATION AND A REALISTIC 
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COVERAGE OF NECESSARY CONTROL ON AN ADMINISTRATIVE 
BASIS WHICH WILL ASSURE TO ALL CARRIERS THE NORMAL 
FREEDOM ACCORDED TO INDUSTRIAL MANAGEMENT, WE 
SUGGEST IF THE TERMS OF REFERENCE OF THIS ROYAL 
COMMISSION DO NOT ALLOW SUFFICIENT TIME DURING THE 
EXISTENCE OF THE COMMISSION TO CARRY OUT THIS VERY 
CONSIDERABLE UNDERTAKING, THAT THE FEASIBILITY BE FX- 
AMINED OF ITS COMPLETION OTHERWISE. 

96. Passenger Service, 

Plenty of evidence has already been sabes ee 
to the Commission to substantiate the claim that 
railway passenger services are losing money and outside 
of some reduction in costs from some branch lines 
closed, there does not seem to be much chame of 
improved earnings in that department. 
91s AS everybody knows the air service has cut 
into the railway passenger earnings and the new jets 
Will cut further, 

98. Air service has also cut into the express 

and mail services which were carried by passenger trains. 
99). There seems to be sufficient evidence to 
Support a decision that the freight service can no 

longer be used as an accountant's catch-all into 

which can be charged various and sundry debits that 

are difficult to dispose of otherwise though modern 
accounting equipment makes it easier to segregate 


costs than it once was. 


100, Of course the ideal solution to the problem 
would be more population, seeing that it is unlikely that 


Our Canadian Public will ever agree to halt in the 
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equipment race, (Naturally we refer to immigration, ) 
But the Commissinn's terms of reference presumably do 
not reach that department. 
ZO. Consequently, the public as a whole have 
demanded a servite which cannot be discontinued, 
Revenue to cover this service is not obtainable through 
natural rate channels, This means just another 
item of inflation has been created to the extent of 
the deficit, for the account of the Public as a whole, 
but not properly through freight rates where its 
distribution is inequitable and it tends to hamper 
revenue still further as already explained, 
102, The Lakehead Chambers therefore suggest to 
the Commission: 

THAT NET LOSSES SUSTAINED BY THE RAILWAYS OF 
CANADA IN PASSENGER SERVICE PROVIDED FOR THE PUBLIC 
INTEREST ARE NOT PROPERLY CHARGEABLE TO THE FREIGHT 
SERVICE AND SHOULD BE MET FROM THE FEDERAL TREASURY 
PROVIDED THAT THE CARRIER HAS MADE ALL REASONABLE 
EFFORT TO ELIMINATE OR AT LEAST MINIMIZE THE LOSSES, 
103. of eoanes that arrangement means subsidy 
we Suppose and whether we like that word individually 
or collectively means little, In this case however 
if the public knew that this particdlar subsidy was 
actually costing them money for this particular purpose, 
it is more than likely there would be far less opposition 
to abandoning unprofitable lines. In fact the 
Public knowing they were still paying for services 


they had wanted but wanted no longer, might even 
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encourage the railways to stop it -- and protest 
2 loud and fast if it were not done quickly enough, 
3 104, The Lakehead Chambers of Commerce therefore 
4 recommend: 
5 THAT WHEAREAS THE FINANCIAL, REPORTS OF THE 
6 CANADIAN RATLWAYS CONTAIN SO MUCH INFORMATION IN SUCH 
7 HUGE FIGURES THAT TO OTHERS THAN FINANCIERS, INVESTORS, 
8 COMPETITORS AND SOME OTHERS, IT IS NOT EASY FOR THE 
GENERAL PUBLIC TO REALIZE THE PART THEY PLAY THEREIN. 
” If IS OUR OPINION THAT THE ISSUING OF SOME SEPARATE, 
il CONCISE, FACTUAL INFORMATION REGARDING ITEMS 
= SUCH AS OPERATING UNPROFITABLE LINES MIGHT BE WORTH 
a CONSIDERING AS TENDING TO PROMOTE CLEARER UNDERSTANDING 
is AND GREATER APPRECIATION, 
p LOD More Efficient and Economical Railway Trans- 
» portation Incentive Rates, 
4 The third specific term of reference for the 
S Commissinn is: "the possibilities of achieving more 
4 economical and efficient railway transportation," 
4 106, As this term of reference mentions railway 
a transportation only it puts a limitation on our 
4 remarks on the subject, for, as representing the 
4 Chambers of Commerce and consequently neutral we 
can hardly say much about diversion of traffic. 
‘ 107. But the railroads' particular field is in 
4 the movement of volume traffic for which they are par- 
a ticularly adapted; also in moving basic materials 
= to consuming markets. To secure new fields of 
29 


basic material such as exists in abundance in North- 


30 


western Ontario it involves development of potentials 
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which can come by way of Incentive Rates of one sort 

or another including incentive car loading, A 

case of this in the United States was where @ railroad 
which had rates on butter based on 25,000 and a 

30,000 pound minimum per car, provided new rates on 35,00 
40,000 and 50,000 pound minimum. Compared with 

the 30,000 minimum these new rates represent an 

average reduction of 12% on a 35,000 pound minimum car 
and 27% on carloads of 50,000 pounds or more and the 
carriers claim the rates are now compensatory. This 
is a pretty good illustration of how seriously some 
roads at least are considering new conditions and 
incentive rates, 

LOS Naturally, there is no such quantity of 
butter in our hinterland but there are other commodities 
such as wood, lumber, minerals, pulp etc, in connection 
with which ineentive rates and incentive loading should 
apply if potential traffie is to move and present 
industries enjoy even a moderate rate of economic 
prosperity. 

109, Multiple car rates have also been used on the 
other side of the line but these are probably closely 
enough related to our agreed charges to be covered by 
them, But they demonstrate a trend. 

TLO:, If the trucking industry with the help the 
Tailway increases have given them can participate in 
this business they just naturally are going to do 

SO as is their right. 


ey We therefore suggest to the Commissinn: 
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THAT THE RATLWAYS REASSESS THIS VOLUME TRAFFIC SIt— 
VATION AND GIVE REALISTIC CONSIDERATION TO INCENTIVE 
RATES AND INCENTIVE LOADING AS MEANS TO IMPROVEMENT 
IN VOLUME TRAFFIC REVENUE. 
Le 5 technological Improvements 

AS mentioned earlier in this brief, the direct 
result of dieselization and other changes upon the 
population and economic status of various places in 
our area is plain to be seen, But that there is 
an indirect compensating benefit to the people through 
these changes is not so evident. Certainly freight 
rates do not show it unless in a negative way -- that 
they might have been higher without these results 
whatever they may be 
LS Two items in the list of railway expense 
which might be expected to reflect some of these 
Savings are "Maintenance of Equipment" and"Trans- 


portation", Using Canadian Pacific figures for 


the years 1948 as low; 1953 and 1954.as building up; 1966 
as high; 1957 and 1958 as decreasing in the total cost, 
we find the following: - 


(In millions of dollars) 


1948 1953 1954 1956 1957 1958 
Maintenance of ; 
Equipment 72.520 101,731 89,588 103,597 98.966 17 430 
Transportation 154,069 184.861 172.264 190, 022 178.414 168, 781 


226 589 286.592 261.852 293.619 277. 380 266. : 


This shows (for what it is worth) a decrease from 
the high of 1956 to 1958 of approximately $27 million; 


yet 1958 saw the 17% freight rate increase come into 
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efreet despite protests, 
Lid, OF course there is more te it all then these 
few figures which are only shown as trends, Other 
centres with better opportunity than have we to 
Sccure further data as to savings brought about by 


automation ete, are also Seeking this information 


‘rom the railways, The items shown above are 
these prebably most affected, 


Rea These changes have cost the Lakehead plenty 
in the way of handling coal, extra engine crews and 
otherwise all reducing the railway pay-rolls and our 
merchants!’ sales, Yet in the case of every 
increase the public has been told prior to its 
authorization that the increase was necesss ry to mee 
demands for further wage increases by rallway 
employees, The press , radio and television all 
share in these announcements which influence public 
116, it is not within the scope of this brief to 
comment upon these wage demands, as to their merits 
etc, though they cannot be overlooked as basic costs 
and the methods of application to different services 
could have an immense effect upon the freight service 
costs, 

LL. It does appear however that the Lakehead is 
losing out both ways: through decreased spending 
power by local railway employees and then through 
horizontal rate increases on a percentage basis 


which in effect magnifies the amount we pay for 
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1 increased wages for others, This is more factual 
2 than paradoxical even though the actual amounts 
3 involved are not available, 


4 118, But the point we want to make is, that having 

5 paid for or still paying our share (and perhaps 

6 more than our share) of these changes we are seemingly 

7 within our rights in wondering what economic benefits 

8 have actually resulted and how distributed, 

9 119, The Chambers of Commerce of Fort William and 
10 Port Arthur therefore Suggest to The Royal Commissinn 
11 on Transportation that: WHEREAS THE EFFECT OF 

12) TECHNOLOGICAL IMPROVEMENTS BY THE RAILWAYS Ts A 

13/ BASIC FACTOR IN THE ECONOMIC STATUS OF THE RAILWAYS, 
M4/ AND THE DISTRIBUTION OF ANY ECONOMIC GAINS DERLVED FROM 
15 THOSE IMPROVEMENTS CAN AFFECT FINANCIAL RESULTS 
16 REPORTED IN VARIOUS RAILWAY DEPARTMENTS, AND WHEREAS 
17 THERE SEEMS TO BE NO OFFICIAL INFORMATION AVALLABLE 

18 CONCERNING THESE GAINS AND THEIR DISTRIBUTION; WE 

19 CONSIDER THAT THE AFORESAID INFORMATION SHOULD BE 

20 MADE AVAILABLE TO THE COMMISSION AND THAT THE COM- 

21/ | ‘MISSION BE REASONABLY ASSURED THAT ALL OF SAID 

#1| ‘BENEFITS WHICH IN THE OPINION OF THE COMMISSION 

23 SHOULD FAIRLY AND REASONABLY ACRIE TO THE LESSENING 


o OF THE BURDEN OF FREIGHT RATES ARE CREDITED IN SUCH 


# MANNER AS TO PRODUCE THAT EFFECT, 

26 120, "In Transit" or stop, -off Privileges 

@ There is a stop-off rate at Minneapolis, 

8 Minn, and Duluth-Superior on lumber for processing 
29 


of $5.28 per car, while at Port Arthur,Ont. the 


Stop-off rate is $26.25 on a minimum car of 50,000 
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pounds at five and a quarter cents per hundred works 
out to $26,25 (C.P.A, 235 on lumber and poles), 

en This big difference is a most serious handicap 
against one of our best, long established firms in 
Port Arthur which has earned a nation-wide reputation 
for its integrity and sound business practice and which 
we are anxious to keep in business, 

122, This firm is actively engaged in the production 
and manufacture @f forest products from the raw 

State to lumber, poles, piling and ties and in further 
processing of these products by preservatively 
treating them, They also do custom treating and 
milling of customers! material, 

123% The vast majority of their freight traffic is 
by rail and this amounted to approximately $317 000) im 
1958 and $655,000 in 1959, 

124, The raw material they bring in from local 
points on a 60,000 pound minimum runs from $2.20 to 
$5.80 per ton but the material they bring from 
British Columbia codstal points oosts them $1.66 per 
hundred pounds (lumber) as against $1.58 from the same 
points to Toronto or from United States points to 
Toronto, They only got an adjustment on what 
they reship. 

ce5's In processing they add about ten percent 

to the weight of the goods, thus adding to railway 
revenue and on this théy pay at the rate of 61 cents 
per 100 pounds to Toronto; thus a car of 50,000 

pounds inward weight gy would work out 
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Costs added to inward rites +-. 


Stop off on inward weight at 54.005. 0 2 te noms 
cents per 100 pounds $26.25 


10% added weight, 5,000 ibs, 
Port Arthur to Toronto 61¢ ewt, $30.50 
$56.75 


On the inward weight when the rate to Port Arthur 

is more than the through ratés as in paragraph 124, 
being eight cents more from B.C, to Port Arthur 

than to Toronto (which is absurd on the face of it) 
an adjustment to the through rate is made on the 
inward tolls when reshipment is made, 

126, Surely in woods products business Canadian 
firms should be encouraged to develop the great 
potential which exists, but a stop-off charge of 
$26.25 here as against $5.28.for firms in Minneapolis 


which are in direct competition with the local firn, 


especially when the stop-off adds extra weight and 
revenue for the Carrier » is disconraging and is 


actually losing business for Canddian railways right 
now according to imvestigation by thts Canadian 
company. 

127. If this casé 18 a criterion of the stop-off 
policy of our Canadian madinays en it is time that 
policy was investigated in the best interests of all 
concerned, for unless there are extenuating circum- 
Stances of which we are not aware, it looks like an 
example of pricing some good Canadian enterprises out 
of business. 


128. The Chambers of Commerce of Port Arthur and 
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Fort William therefore recommend that the Commission: 
GIVE PROMPT AND CAREFUL CONSIDERATION To "rN TRANSTI" 
AND STOP-OFF RATES AS ASSESSED BY CANADIAN RATLWAYS 
AND THE ECONOMIC INFLUENCE OF THESE RATES IN ATTRAC — 
TING OR DIVERTING TRAFFIC TO OR FROM CANADIAN RAILWAY 
LINES IN CANADA, 
129. Assets and Earnings of Railway Companies 

in Businesses and Investments Other Then 

Railways. 

the fourth term of reference reads as follows: 
"d) Whether, and to what extent the Railway Act 
should specify what assets and earnings 
of railway companies in businesses and 
investments other than railways should be 
taken into account in establishing freight 
rates." 
50. “he working of the above seems to classify the 
railway interests into Rail and Non-Rail groups. 

Such grouping is probably satisfactory for 
the carriers! own internal needs as to operating costs 
ete, but as a basis for freight rate construction, a 
grouping of Freight, Passenger and Sundry services 
would seem to be more practical though perhaps 
Somewhat more difficult to arrive at. 
Sk. We have already expressed our opinion that 
passenger department experience should be omitted 
from the freight rate situation, (Paragraph 60 of 
this statement, ) 
1352, Void, 


133. tf, by rates, sufficient revenue cannot be 
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1 obtained for the service used to pay for the service 
2 provided and other debit items, and it is deemed 
3 necessary to maintain that "provided" service; then 
4 additional revenue must come indirectly from the 
5 publie by way of subsidies, So we have; 
6 (a) Mreight rates payable by shippers and consignees 
7 using the services, based on what the traffic 
8 wilt bear. 
9 (b) Extra cost of maintaining services for the 
10 - use of the general public in excess of chat 
11 actually used; payable by the public by way 
12 of subsidies, 
13 134, Only a careful and detailed analysis o* the 
14 "earnings and assets" items in the Non~Rail class 
15 in the term of reference will give sufficient data 
16 23 to thely proper relationship to the freight service 
17 and to a realistic freight rate structure, 
18 £35. We kelieve that if and when a principle is 
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ablisned along these lines that the Railway 


20 Management is capable of supplying the necessary 

21 information and assurance of assitance in arranging 

22 details of application, 

23 ios The Chambers of Commerce of Port Arthur and 

24 Fort William therefore recommend that the Commission: 


25| UNDERTAXE A FULL INVESTIGATION OF NON-RAIL ASSETS 
46] AND EARNINGS OF THE CANADIAN RAILWAYS ALSO ALL 

47/ OTHER TRANSPORTATION AGENCIES OR INTERESTS NOT 

28 CLASSIFIED eC "RAIL" , DETERMINE FROM THAT 
29| INVESTIGATION WHAT CHANGES IN THE CLASSIFICATION 


OF ACCOUNTS ARE NECESSARY TO IMPLEMENT A FAIR AND 
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REALISTIC FPREZGHT RATE STRUCTURE, 
heey a Various local agricultural interests have 
filed serious complaints with us concerning local 


rates and protesting against any further increases, 


Charnock, ecr-ex, 12565 
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CROSS-EXAMINATION BY MR. BURBIDGE: 

Q. Mr. Charnock, I gather that the policy 
of the Chambers of Commerce is that there should be 
free enterprise in transportation? 

A. That ig right. 

Q. And it follows from that that the 
Chambers of Commerce are in favour of financially 
sound railways? 

A. Yes, 

Q. And financially sound railways are 
necessary to the economic Rotor eins of Canada; you 
would agree with that? 

A. I would enlarge on that a little biG: 
Lt a announced,a little time ago that a prosperous 
railroad Sndieateaia prosperous community, but the 


railroad cannot be prosperous unless the community 


is prosperous in order to give them traffic. 

Q. I take it that the Chambers of Commerce 
are fundamentally in agreement with the proposition 
that railways should be financially sound? 

Ay Sons our membership of the Chamber there 
are both railways and npmerous trucking outfits and 

isteamship lines as well; so, the answer is "yes". 

Q. I gather the position of the Chambers of 

Commerce is that it is in the best interests of the 
Public if, there is fair and legitimate competition 
between the various mediums of transport? You speak 
about that at page 20 of your brief? 


A. Yes, 
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Q. Now, you answered a minute ago that the 
Trans Canada Highway, if and when it is built through 
here and completed, will be done with federal money 
to a large extent. What is the position of the 
Chambers of Commerce if the truckers bear in some way 
the share of the costs of that highway in order that 
the competition between the railways and the trucks 
be on a fair and legitimate basis? 

A. Well, that is asking us to extend our 
neck considerably. | 

Q. You wouldn't like to extend your neck? 

Be we believe in ne and just competition, 
and we, as mentioned in this brief and other places, 
have said that if the railways from natural sources 
did not provide enough, sufficignt to take care of 
what was provided, then there was only one way to get 
at it, and that is through indirect assessment to the 
public for what the public wants, and that brings in 
that dirty word "subsidy", and you can't get away from 
iG. | 

Q. I didn't want to take advantage of 
Mr. Hume's questioning, but when Canadian Trucking 
Associations appeared they said that they were paying 
their fair share of highway costs. My point is that 
where you have a highway built, not with provincial 
Money but with federal money, for which there is no 
compensating federal gasoline tax, what would the 
Position of the Chambers of Commerce be as to some 
charge against the truckers? 


A. I cannot speak forall the Chambers of 
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Commerce, That would be a matter of the Canadian 
Chamber to set a specific standard for that, and I 
don't think that the Chamber would want to commit 
themselves along the lines that you have put out quite 
as definitely as you have indicated, because the 
Chamber believes in fair competition, but they also 

do not believe in unfair competition, and if it can 

be shown that a set of carriers are getting any unfair 
advantage over any other set of carriers, then the 
Chamber would definitely not want to participate in 
that. On the other hand, if it could be shown by 

thé. truckers or others that their competition is fair 
and just, well, then, the policy of the Chamber is to 
go along with that. 

Q. I see. Now, it is the policy of the 
Chamber, I gather, that regulation should be held 
to a minimum, regulation of transportation; is that 
correct? 

‘A. It should be held to a minimum and it 
should ia we put on a realistic basis. 

Q. And by a realistic basis you mean that 
Management should be left as free as in industry 
gererally. Is that what you mean? 

A. That is what I mean. In other words, 
that they should be given, the carriers should be given 
the same treatment as any other business, the managemént, 
and 80 on, as in any other business, and the regulation 
by management, and so on, is more easily worked and as 
@ general thing -- works out better than management by 
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of the public to protest, if necessary. In other okee, 
we wouldn't say that any government body Should have 
the entire right to say this or that in the economic 
policy without the public having some chance: to protest 
af and when it was quite evident:that they ‘should do 
SO, tHat they had a right to do so. For instance -- 

Q. Perhaps I @ould give you an example. 
I was going to discuss with you your toandite on passen- 
ger transportation. I. ‘think you would agree with me 
that there has been probably the greatest change in 
passenger transportation in the last 10 years than the 
country has ever sten; is that correct? 

A. Yes, that is right. 

Q. And people are using jets and this has 
happened in a very short space of time? 

A. yes. 

Q. You know that the railways are trying 
to adjust their passenger services to this reduced demand 
passenger services are being reducad, in some cases” 
eliminated and in some cases cut back, and you also 
know that the Board of Transport Commissioners has 
consistently held that passenger-freight services are 
inter-related and, if necessary, losses on passenger 
Services should be taken into account in -- 

A. I don't hold with it. 

Q. If the investment is there anditthe 
Change having happened so fast, don't you think it would 
be like changing the rules in the middle of the game 
by Saying that passenger losses should no longer be 


taken into account? 
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A. If somebody is committing fouls and 
getting away with it,you better Stop in the middle 
of the Gane than let it go on. 

Q. Are you suggesting that the policy. of 
the Board in relieving passenger-freight losses is 
not reasonable and fair? 

ie Tadon't like your term "fair". I would 
Say it doesn't seem realistic to us are it should be 
SO, because while the passenger service has undergone 
the changes that you mentioned, the freight service 
has also undergone a good many changes, and, as I 
point out here and point out thoroughly in the brief 
itself, there are limitations against the revenue 
uhich the railways can obtain under their normal freight 
rate conditions, and, Speaking as an industrial account- 
ant, I feel that - I shouldn't say I feel - we feel 
that no longer can the freight rate situation be a 
sort of a catch-all into which he can charge any debits 
which would be hard to dispose of otherwise. When 
the railways got their charters it was laid down very 
distinctly what services they were to perform, suit a 
think that the closer we get back to that old basis 
the ers and that the different services should stand 
on their own, and I don't think that because the railroad 
have Scrappal their fancy passenger service inorder to 
carry passengers by air that the shipper out of the 
Lakehead or anywhere else should be called upon to 
Pay the deficit which/is represented in the loss in 


the traffics. 


Q. I am suggesting to you not that they have 
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ty. scrapped their passenger service but there has been 
: a tremendously reduced demand and this reduced demand 
3 has appeared very suddenly, and I Suggest to you, do 
you not agree it is like changing the rules in the 
Z middle of the game, that the demand is now reduced 
e tremendously and passenger services should be taken 
f into account in computing your overall earnings from 
: freight? 
4 A. I think the best way I can answer that 
~ is simply to say that the term of reference wade aiien 
: that is taken care of here calls for Suggestions as to 
- improvements that can be made in the freight set up, 
" and that we were quite right in our Suggestion that it 
4 should be taken into consideration and at least in 
2 further increases, and so on, that the whole thing 
ye Should be put on a more -- oh, business-like, if you 
4 want to say that, or realistic basis. For instance, wit 
4 your increases -~ if the C.P.R., for instance, were a 
g mercantile firm, if you had goods on ited gel veR 
: that were not moving at a dollar a unit, you would 
4 definitely not set to and price them up to two dollars, 
4 you would mark them down, otherwise the goods would 
4 Stay on your shelves. Now, the railways are simply 
4 Selling services instead of goods, and if you will 
% see me after this session is over I will show you some 
4 references from American railways which will show that 
Z| point very strongly and may be of assistance to you. 
5) But that is the way we look at it. 
29 | 


Q. Perhaps we can agree this far, that 


where the railway makes application to reduce passenger 
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1 service, and the people who didn't use the service 


2 before want it maintained, would the Chambers of Commerce 
3 support the situation that if a particular service is 

4 unremunerative, then the _ onus should be on‘ the 

] people who are opposing it to éstablish the’ necesgity 

6 for its continuance. Would you agree with that, that 


7 the .onus® should be on them? 


8 Ax J: would say that the conus should be 
9 on the ypublic who have demanded this service and are 


‘emanding that it be continued, maintained, at a loss, 


Mm) and that the public should stand that, but that the 

12 burden of that should not be distributed through 

13 the process of freight rates because we figure that 

14} the distribution via the freight ae channel is not 

- equitable. 
os Q. In the example where there is a particular 
H Service to be reduced and it is unremunerative and 

i somebody comes along and the -onus> is on them that 

< they establish that it should be retained, do you agree 
” that the cost of that particular service should be 

a borne by those particular people, ae particular locality? 
7 A. | I don't know. I would leave that with 

Bs the department. I)wouldn't want to intrude on that. 

* I would say that it would be fair that the public, and 

4 as to what section of the} public - I mean, who is going 

4 to pay? Supposing there is a line from Winnipeg to 

id Dominion City or somewhere that is no longer required 

3 but has been, built and developed by the railways to 

: meet public demand for that service, who is going to 
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Say whether you or I or anybody here might be; desirous 
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of travelling on that line at Some time. So I think 
the point you have raised there is worthy of considera- 
tion and that these subsidies are not going to go 
through without a considerable amount of argument, and 
that is a point that could very well be brought up. 

Q. If there is to be a subsidy because 
of a particular service that is no longer required or 
which is unremunerative but which is only required 
because a certain locality or a particular group of 
the public requires it, then if they want it eed “eneula 
pay for it. That sounds sensible, doesn't it? 

A. If you don't go any further, it does, 
but what is the position of that community? It would 
depend on the situation which would be brought out 
regarding each particular case. 

Q. Does the same principle apply with 
regard to your suggestion with regard to development 
rates, that if an industry is to be assisted in some 
way, then the assistance should be paid or directed 
to that industry? That is what has been done under th 
Income Tax Act now. Is that not the proper approach? 

A. Well, the approach, as I see it, is 
the point that was raised completely and very well in 
Winnipeg by the Honourable Gurney Evans, and I think 
that that gives your answer. 

Q. I put this question to Mr. Phillips that 
that was the view of Mr. George Paul of Canadian 
Manufacturer's Association, and Mr. Paul said that in 
his view any subsidy to aid development should be paid 


directly to the people intended to be subsidized and 
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that the freight rate structure was an insufficient 
vehicle for passing on such assistance. Would you 
agree with that? 

A. I don't know what other vehicle you 
could use. If we are going to establish development 
rates, well, then, how else would you figure it could 
be done? 

Q. If you are establishing development 
rates in order to assist a particular area or industry, 
and if you want to do that, my Suggestion is Ghat 
you should give the subsidy or assistance directly 
to the industry. You have exemption for three years 
under the Income Tax Act? 

A. I think you can get your answer to 
that by studying Mr. Gurney Evans'! representation -- 
it is repeated here in this brief -- in that he cites 
the Maritime Freight Rates Act, the bridge subsidy, 
and so on, as possible, as ways and means by which the 
national policy is assisting in matters of that kind, 
and I think that is the fairest answer to the whole 
thing. 

Q. On agreed charges, you said that there 
are less than twelve agreed charges operating in this 
area. My information is that there are 25. I suppose 
you would dispute that? 

A. I have a list of ten. 

Q. Perhaps we can compare lists? 

A. If you want to. The fact remains that eve 
if there are 25, that does not hold for our people. 


They might apply into here, but it is 25 out of approxr 


V4 ~~ “—? se : 
be Pe NY i) - _ _ 
 (egntdset, ne 
— 7y Q oa ; ie 

fe eee 
sip} Twat os new sido tex trigt 

on’ i 
Joy bLUOW' ,e@oetaraas dove. aoiguivena: 7 


=) 
in 
me 


nw 4 


=: f. 


toads 


ig re, t-te +60) odie nek y A 


7 7 


tava dees cf antoy- expe 3E eee Bigs 

| a i 

I ee wor aee ~ilfew 3 
7 


4 Fite to > 


:& Ole TOY pa | f 


1 


oa 
« teleae oF ‘oho Fst 


fssit 4 | At Shred shaw woy th Baw 
ai * . 
| (e } ‘edfae odd arly bipigte 3 es 


| To) Pe re overt wat eh aiea add 9 — 


gf? awgoonl ait, Te bon“ 


- i wed 


: sited’ I 


-_ a vr (a yD oe ealybute ett i. 
ey, wer it ¥! ' ot exbaed basen at: 
sai titatewt anlitiunhes 


ee 
— 


sfdiasoq en .10 GaSs 


ro frog Lawald, n 


: — 
_ A 
ine 
-~ 
at 
L) 
s 


_ 


ary eat vadd acids 2 bos 


beewins nO im 


ee a 


= 
° 

\ a 

o 


= el 
ta 


=a svi ag J aisait paol - 
+ AS 
soften otk vet : 


sit 


ae | rénuyesvenit bao 


_ 


pe? ~ 
w Pe 


' 

) a 

ped TH ostf we ovat i 6k 
} 


fate ti eraqeoo o8f Ben egedyet 


a 


ove ted? or turers toet affPa: 82 area Pi By : Seer aa 


nape, i nib tae = at 78 
—— — 7 sion ae $e was “it . 


—— 


* ANGUS, STONEHOUSE & Co. LTD. Charnock CP~exX, 12574 
TORONTO, ONTARIO (Burbidge ) rit 


imately 885 - a pretty small percentage. I have 
ten. 

Q. Now, on statutory rates you said that 
you were not taking any position, but it has. been 
Suggested, and I gippese you are aware of it, that 
if anything is to be done about the Statutory rates, 
then any assistance should be paid directly to the 
farmers in order that they can chaose the medium of 
transportation that they desire. The Canadian truckers 
put this: position before the Commission, and if that 
did oceur, would it be the position of the Chambers 
of Commerce that the trucks that were to carry 
grain should be subject to the same obligations as the 
Be waa. ack with respect totthe carriage of grain? 

A. As far as we are concerned, there are 
no trucks carrying grain. There were three loads of 
barley loaded out from the Lakehead to points in the 

east, and when they got down to the destination there 
was just about enough left in the trucks to tell what 
had been there originally. I have;hot mentioned that 
Problem because we feel it is not for us to intrude in 
it. We are well aware of it, we are interested in it, 
we are interested in the results, but, as I say, what 
we want to see is rates which will get goods into and 
out of our elevators. 

Q. ‘The Chamber is for fairness, you said, 
and it would be fair that if the trucks were carrying 
grain they would be subject to the same obligations 
as the railways? 


A. I can only repeat that we stand for fair 
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competition, if and when the carrier is properly pre- 


pared to render the service. 


MR. BURBIDGE: Thank you,Mr. Charnock, 


THE CHAIRMAN: We will break for five minutes, 


---(A Short Recess ) 
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CROSS-EXAMINATION BY MR. MACDOUGALL: 

Q@. Mr. Charnock, Just a couple of small 
matters I would like to speak to you about. I wanted 
to congratulate you on the work you have put into 
this brief? : 

A. Thank you, sir. 

Q. I have had the pleasure of appearing 
at other places when you have been there, and I have 
always been impressed with the amount of work you put 
into these documents, and I am sure they are very 
helpful to those organizations before whom you appear. 

The references you make to passenger services, 
which you discussed with Mr. Burbidge -- in connection 
with those I would like to put this thought to you, 
because I think it is in conformity with what you have 
Said. In dealing with the problem of getting rid of 
passenger ea may be so lightly patronized 
that they form a deficit operation, I understand your 
Position is that those deficits should not be passed 
on to the freight shipper, and that the services should 
Stand on their own feet. Would you agree that where 
you have such a passenger service, and it cannot stand 
on its own feet because it does not make enough revenue 
to pay its costs, even its out-of-pocket costs, of 
operation, that in situationsof that kind, if you have 
an alternative service, even though perhaps not as 
convenient as the passenger service -- but, perhaps, 
by bus or by the automobile of the individual on the 
roads a but where that situation exists, it would be 


&@ good rule to follow that the railroad should be allowe 
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Go. get out of that passenger service, if it is a deficit 
operation, if there is some alternative for the 

public in the area concerned? Would you not agree 

that would be a good rule if we had that throughout 

the length and breadth of the country -- and people 
would know that that was the situation? 

A. If you look at our recommendation in 
conne¢t%on with that feature, you will see that we 
suggest that if a service is not remunerative, and so 
on, that then it should be payable by the public as 
subsidy, but We also indicate that provided the carrier 
has shown that every reasonable means has bob undertake 
to eliminate or minimize the loss, or deficit --~ I 
think that probably answers the question. Besides that, 
you will see we made quite a lengthy recommendation to 
the Commission that the railways in their financial 
statements, or through possible means of additional, 
extra statements, should acquaint the public with 
losses of that kind, and that the public be made aware 
of the fact that a subsidy does not mean that money 
is coming out of the blue from somewhere; that they 
are payingit. Then, I think the public would be far 
less inclined to persist in the maintenance of that 
Service, and I think if it could be put to them really 
effectively that they would not only get after the 
railways to discontinue it but they would get after 
the railways for any delay in doing it. 

Q. Yes. I think we are in entire agregment, 
and I think perhaps it is just 4 difference of expression 


My thought was, if the Board of Transport Commissioners 
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had two choices when the railway was coming forward 

-- perhaps with pressure behind them by municipalities 
in areas which didn't want these deficit operations -- 
and the railway is before them Saying that the service 
won't pay, if the Board had two choices -- one, where 
there was an alternative service in the area, and they 
told the railway to Stop operating; or, a second choice 
if there was no alternative service which they considere 
reasonable, and they found some service Should be 
provided, then they would have the choice of seas 
"You, the railways, provide the service, and if it 

is not going to pay its way the loss should be made up 
by some body, either the local people or the national 
treasury", would you agree with that? 

A. Yes, I do, and I want to go’ a little 
further: I think in our recommendation that the 
statement should be made so that people would realize 
it, but, people in our position probably get more chance 
to see some of those things than when you are actually 
working for the carriers. I have worked for the carrier 
on both sides of the line and I speak with a little 
experience. For instance, how many people in this 
particular room have the idea that all this transporta- 
tion business is something over and above their heads, 
and that they are not interested. There is not a man 
in this room or in this town or in this country, who 
is maintaining a household, but what he has to pay at 
least, I would say, a very conservative estimate of 
$200 per year for transportation even though he may 


not hand a carrier a single cent directly. That is one 
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of the biggest things that we have had to contend with, 


: and I am sure my friend Vic. Stechisin will agree 

° with me that one of the biggest things to contend with 
: is apathy. People will squawk when they are hurt, 

S| but they will not take any interest to put the position 
right. 

{ Q. That is a very interesting comment. 

8 I would like to take you to another subject at page 23. 
? You mention in paragraph 109, "multiple car rates have 
» also heen used on the other side of the line but these 
” are probably closely enough related to our agreed charger 
2 to be covered by them". Do I understand you to say 

e that you think that it might be a useful ee to have 
4 available to have the railroads able to quote multiple 
‘e car rates or quantity rates as they do in the United 

MP) states: 

4 AT Well, that is subject to a considerable 
8 amount of study. I think probably your agreed charge 
? set-up, which they do not have in the United States, 

go takes care of that situation fairly well. There is 

a another funny point in connection with your agreed 

? charges in that agreed charges are not subject to 

e The Railway Act; they are subject to The Transport Act, 
. Q. Yes. The quantity rates though, it 

“i seems to me -- and I suggest to you -- would be a very 
4 useful thing to have in the Canadian freight rate 

i Structure, whereby a large producer of traffic could 

80 to the railway and say, "I have got one hundred 

29 


thousand pounds of ore" or, "I have got ten thousand 


cords of plywood, and I would like them moved to a certai 
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area", and a rate could be quoted which would be com- 
pensatory to the railway company and Satisfactory to 

the shipper on a quantity basis, either train load or 
by tons or, Somebody suggested earlier, by cords. Don't 
you think that would be a useful rate making principle? 

A. There are erie in connection with cords 
now, but the trouble with that is that there is always - 
and I don't know what your experience is in transporta- 
tion -~ but mine is that there is always, whatever you 
bring up a "oh yes" or a "but" or a "how come", The 
only trouble with that multiple car loading is that 
perhaps it is not too fair to the small or even the 
medium shipper. 

Q. That is a basic argument that is always 
against it. Nevertheless, in our commercial world, 
which you spoke of earlier, we have the man who buys 
three gross of rubber boots and who gets a different 
price from the man who buys one pair. It is quite 
a common thing in commercial life, isn't it? 

A. Well, for instance, I was interested 
in listening to the cases that have been given: with 
these agreed charges, for instance, you have, in every 
one of them, potential cases of inéquity. The very 
fact that there is an agreed charge means that there 
is some concession made to some shipper. 

@. But, you have to remember, to be reasonable 
about it, that anybody in the same circumstances as 
the man who has an agreed charge is entitled to get 
a fixed charge if it is not offered tohim? 


A. Well --- 
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Q. That provision is in there to protect 
that person in the same relative position? 

A. But, that 1s one of the things about our 
district: there are a number of firms in our’ district 
who have not got the volume in order to qualify for 
participation in these agreed charges. 

Q. They don't have to have any particular 
volume; they just have bs agree to give 70 per cent or 
80 per cent of what they ship ~- and it may be one car 
or a thousand cars. They have to commit (reneeived 
for a certain percentage? 

A. Not in order to apply for it, but you 
may have to in order to get it. I doubt if the railway 
would give any concession at all to certain shippers 
in our territory. | 

Q. Well, perhaps it will not help the 
Commission much forest to argue about that, but the 
fact of the matter is that that is the law -- any man 
is entitled to exactly the same treatment? 

A. Getting back to your question there, 
your situation is explained in this way: as you know, 
in the Canadian freight classification there are tens 


of thousands of items listed, and practically every one 


of those items has several different rates cm at 


least, class applications See to the quantity 
Shipped, and so on. So, Lt is: logical it: should. be 
carried forward into multiple car loading, but probably 
I think that needs a little more consideration. 

Q. Now, this morning Mr. Badanai, when he 


was making his presentation, spoke of what he called 
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the paradox of the Situation, and these are his words: 
"Merchandise under the existing rates can be Shipped 
to Atikokan from Winnipeg cheaper than you can ship 
the same articles to that point from the Lakehead..." 
I was going to ask you if you were familiar’ with the 
provision in the general merchandise and commodity 
tariffs, and the particular citation is C.N.R.W.950, 
C.EC.No. W2303, quantity rates and general merchandise, 
from Fort William/Port Arthur to Atikokan, which are 
incentive rates and are provided for loadings between 
15,000 and 50,000 pounds, giving relatively low rates: 
ee cents on a 50,000 pound load to Atikokan. I was going 
to ask you whether you are agreed with Mr. Badanai that 
you didn't have incentive rates, you didn't have lower 
rates, than rates from Winnipeg to Atikokan right 
now on the tariff books? 

A. I am not familiar with the particular 
case that Mr. Badanai had in mind. 

Q. You are familiar with these incentive 
rates, though? 

A. I understand it could very well be 
that such a thing would take place if perhaps the 
minimum was -- at least, the weight, and so on -- 
if other circumstances were not equal. 

@. In any event, would you agree these 
incentive rates which are now in effect serve your 
area here -- I presume they are useful and good rates 
and you would like to see an extension of those? 

A. The only trouble is that they came out 


too late and too little. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Charnock, 


er-ex 12583 
(Macdougall) 


@. I don't know that I can help you much 
with that, but, in any event, you think incentive rates 
are a good thing and you would like to see more of them; 
is “that it? 

A. “Yes. 

Q. My point is this, that you have some now 
-- and I hope that you get all that you feel you need 
to develop your traffic? 

A. These C.N.R. rates which you speak of 
were put out after the trucks had made it Pho este 
that it was necessary. 

Q@. Well, they are issued to meet truck 
competition; that is what they are there for? 

1 Wea fy 

Q. On page 21, paragraph 95, you make what 
I consider to be an interesting observation there, and 
I take it that when you say this: "that a careful 
review be made of all the various regulations pertaining 
to Canadian transportation with a view to simplification 
and a realistic coverage of necessary control..." 

That what you are saying is that this commission should 
recommend that the legislation covering transportation 
-- The Railway Act and other acts -- should be looked 
at to see if they can recommend some simplification 
which would be helpful in the general handling of 
freight rate problems in Canada; is that your idea? 

A. ' 1688, and I°would’ go a Iittie further: 

I would say the Commission could very well recommend 
to the railways that co-operation in that endeavour 


would more than likely be to their advantage. 
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: Charnock cr-ex, 12584 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO (Macdougail) 


1 Q. Yes, but would you agree with me on 

2 this proposition, that it might be a very good thing 

3 for Canada if this commission were to look at certain 
4 aspects of regulation and legislation which perhaps 

5 Should be , changed. immediately in'order to: 

6 enable traffic to move more freely and remove obvious 
7 inequities, but, as a general rule, that at some later 
8 time some other body, perhaps, Should review all the 

9 legislation ‘that applies to the railways in Canada 

10 to see whether it could not be moderized and brought 
11/ more into accord with pnevent day conditions? Would 
12 you agree with that? 

13 co 


L think our recommendation is the 


answer to that, that we do. Because, we have pointed 


15 out that undertaking is big one and could very well 
16 extend beyond the reeset ts life expectancy of this 
i particular commission. 
BS Q. I think we would agree it would be 
19} Silly to suggest this commission Should review the 
5° legislation, but I think it would be sensible if they 
+ made a review of the urgent things which should be 
e changed, and then recommended a general review by 
a Some other body? 
is A. I think our submission covers that 
° point, that the commission should go as far as they 
BO Can in it and examine the feasibility of it being finished 
l by some other means, if necessary. It is a big job. 
=| MR. MACDOUGALL: I think that is all I have, 
29 

Mr. Chairman; thank you very much. 
30 


THE CHAIRMAN: ‘Thank you very much, Mr. Charnock 


ange 

f rae MWe 
oo ao cttw sores wow ; tanwow 4 
autde loose txew a of aegia at tent  iiohi on 


misdies ts sodl of sew Pola RemnOy atad Tf 
yadis dotnw roldeiatgel a08 nohdatsaers to a 
“| oe sobws"st YLetetbemat Hegisno 


yolwdc avout ons Yleortt etom eyaon of pitted si 
. - > ; 

anon da) dado —efes [etoneg 6,28 ¢@xrd sie port 
a 


} 
| sak) f woatye: Ofeete .eqetteq «bod vento omog 
| 


Sriss ay me. " soc od 8: cif os darts, nc riata. beat 4 
wi ; opest ~ | 4 . at sou Styeo tt weniseiw 986 ot 
} . LAd _ } “ ; : i 


, | c ah tneaorwg adiw Stoves otns 
| es ae, 
ir} é tiacid djiw esine iOy 

| " 


— 


eT ey tk 
2990 oh ow darld . dad? of “ewan ; 
. 3 f0O he so atid et poiistcebny todd y a 
| | pe » Vouatoorer Ef 2 fdenoeeet erg baoyed fore J 


) aoteelamios taleolss 


; . o- 
stactinmos atdt dusgaue oF MELEE: 


as! . — 2 ee 


| . afc pimow tk Matde I dud ,.motisle 


in wo pastel? geoure edt to welyo% 2 Sf 


senmooe: canta fas .bege 


Jt } 
D Sybod stadto 


teri? ‘ - f f iO ret it aT! “TRU aa Laid i A Z 


on 
vedas 86 <#t ee on. bigots e.tes kato ong as Ji, 
ark 


Bedeink? sated ¢2l to gl fieieest ont aptmaxo bo tht 
r eee 
va Jo, aid set sT -_yaiaasodt uz oa — 
. a 

. yevan I fla &t Jad? dei al smuapuoroaN 


ANGUS, STONEHOUSE & CO. LTD. qh) 85 
TORONTO, ONTARIO Ee 


L think .I should Say to those who are here 
that our colleagyes left not out of contempt for the 
proceedings here, but because of the fact that we were 
anxious to have somebody on the Commission inspect 
the terminal and the port. We would not have been 
doing our job here unless we had done that, and three 
of our colleagues and the Secretary have gone down, 
and they had to be there before the elevators closed, 

Is there any further evidence to be given, 
or representations to be made? 

MR. WARDROPE: Mr. Chairman, in closing, on 
behalf of the Province of Ontario, I just wanted to 
make a reference to what seemed to me to be one of 
the highlights of the day, and that was the knowledge 
gained and the evidence we heard. We in this area 
and Manitoba are a gregarious people, and I was very 
proud to see the tremendous esprit de corps between 
Manitoba and Ontario that was very heartening to me, 
and I want the members from Manitoba who are here now 
to take that back with them. We were very thrilled 
yesterday with Premier Roblin, and we certainly do 
Simulate that here for himself and for the people of 
his province, so that we are united, going down the 
road arm in arm and united to obtain some of the things 
we want. In closing, I want to convey the remarks 
of Premier Frost again to you for your kindness and 
courtesy and to the Commission members for their kindnes 
and your diligence and the way you have listened and 
digested our briefs and our suggestions; also to the 


Solicitors. It was very, revealing to me to see how they 
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went into these briefs and sifted this evidence. 
2 Mr. Chairman, my sincere thanks on behaar 
a, of the Government of Ontario for you appearing at the 
i ers 


os THE CHAIRMAN: We will now adjourn -to Ottawa 


6 on Monday morning at 10 o'clock. 


---Adjournment. 
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SUMMARY OF TRAFFIC HANDLED AT CANADIAN LAKEHEAD PORTS - 1958 


COASTAL INTERNATIONAL 
LOAD UNLOAD LOAD UNLOAD TOTAL 
EW PA FW PA FW PA EW PA Load Unload Total 
508 7 133), 549 141,084 515 2746 275, 148 
1,776,602 3, 459, 19 1;535 5, 865 83, 677 108, O44 5,427,819 13,400 55 ila BIg 
5 ip A/a == F 
193,336 462, 263 8,902 71, 964 736, 465 -- 736, 46s 
491, 900 905,491 177, 228 139, 610 1,714, 229 -- 1,714, 229 
13,509 47,081 19; 990 TLSTES 151,915 os 151,915 
Plaxst 93,516 135,449 3,033 231,998 = 231, 998 
Grain Screenings 7,400 28,671 7,750 31, 130 TH, 967 zt 74, 967 
Other Grain 3, 241 3, ly a Balla 
Flour, grain 13,358 T, 674 66 1,380 21,032 1, 446 22,478 
Mait 2,068 35,795 37, 863 == 37, 863 
Other Mill Products 122,931 15,713 4 138, 644 -- 138, 644 
2 -- 6 6 
Other Fresh Vegetables 3 3 3 3 
Other Agricultural Produc 
anthracite 1,797 =2 1,730 1791 
bituminous 156,844 177,419 = 3341, 263 334, 263 
Ore 282, 417 1,048, 694 1,331,111 ae 1,331,111 
1, 260 -- aaie60 pes 
12,831 2 12, 831 12,531 
Limestone 70,562 6,760 -- 115322 17, 322 
Sand, Gravel, & Stone * 21,182 16; 587 od 37,769 31,769 
Other Clay Mine Products 1 == 1 = i 
Pulpwood and Chips 73,350 73; 350 aa 13,350 
Beverages 2 125 S ues weil 
Sugar, raw and refined 1,434 268 = 1,702 TaihOes 
Canned Food Products ho 2 “1183 5, ai 42 5,727 5,769 
Other Manufactured Food 348 ih 3 ity ate 
Rubber Products ar 
Newsprint paper 100, 636 6,495 1 107,131 x NOV g sie 
Woodpulp and paper 923 23 ens 8 923 
Serap Iron and Steel . 18, 332 18, 332 “30, 406 ney soe 
Iron and Steel Bards, ete 521 25, 364 1, 263 3,779 521 Sood 308 3a 
Seca and Machinery 743 60 = 9 03 : 
her Iron and Steel 9 “5 6.7 
Cement 19,70 000 = 26, 707 280 Ol 
Gasoline 98,520 tp 6,745 es 105, 265 Hele AES) 
6 46 
Petroleum Oils and Produc 11,075 159, 267 70 5,334 OI, MS MeN 
Pitch, Tar and Creosote *200 1,335 2,700 13,300 1,535 veces “eeee 
Chemicals and Chemical Pr 666 7; 906 a aaa 2,262 
Automobiles, Trucks and P 10 12 55 2,185 aa es 2, 250 
Containers, Wood and Meta U5 Shs} 937 eaees "5,940 6,673 
All other Freight 568 165 5,939 1 733 559 6,67 
TOTAL 2,728,243 5,387,441 1575032 187, 061 Weo,487 1,551,072 279,075 200,766 10,087,243 1,123,934 Iu, 2l 77 


Source: Shipping Report, Parts II and III, D.B.S., 1958. 
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SCHEDULE "B" 
COMPARISON OF LEADING CANADIAN PORTS 


noe. 
LOADED UNLOADED Gran 
Coast EI Total Coast nioa Total Total Percent Rank 
INTERNATIONAL INTERNATIONAL 

Island, Newfoundland 431,423 1,798, 622 2, 230,045 21,995 & 22,054 2, 252,099 1.52% x 
Gomerbrooke, Newfoundland tte 301, £30 326, 642 592,138 117,508 709, 646 1,036,268 .708 29 
punopher mNens Quid land 1,035, 07 499,812 1,534,891 1,075,023 578,006 1, 653,029 3,187,920 2.142 <2 
noua gNeWBouna Lana ge oes 1,491,314 2,600, 264 4,091,578 1,689,157 6,955,572 2,384,729 6,476,307 4.36% 
pgs ee rare neuen, Sores (ORE: 65,131 135, 915 119,027 96, 901 215,928 361, 843 eT 
Halifax, Nova Scotia 1,401,710 1,912,007 3, 313,717 109,539 2,863,177 2,972,716 6, 286, 4 hy pees 
Sydney, Nova Scotia 1,972, 217 99, 692 2,071, 909 989, 277 134, 822 1,124,099 BGevond Baers iB 
Little Narrows, Nova Scotia 171,602 987, 359 1,158,961 ae oT if 1,138) 960 “788 ae 
Ae ee Zearthe © Aogstuce «= ORT SLT 270, 42g 28,019 298, 446 1,935,765 1.30% 
mocaTaNovas scot ta Ones 4,088,446 4,093,458 8,181, 904 1,369,245 3,026,019 4,395, 264 12,577,168 8.16% 
Saint Jenn, New Brunswick Ta,240 1,080,671 1,151,911 345, 699 698,58 1, 044, 282 2,196,1 1.48% 
Rub) Ceor NOM Bete s 104, 339 #36, 843 5H1, 182 1577108 ig’ eho 506,750 Tours O32 Gee SS 
Total New Brunswick Ports 175,579 1,517,514 1, 693, 093 802, 807 748,225 1,551,032 3,244,125 2.188 
Montreal, Quebec 3,622,278 4,232,094 7, 854, 372 5,459,483 4,435,853 9, 895, 336 17,749,708 11.94% 1 
seven) islands, Quebec 1,629,258 7,155,210 8, 964, 468 121,862 71,583 193, 45 177,913 6ee 
ausbee, ue bec 197,147 879,596 1,076,743 2,457,253 462,865 2,920,118 3,996,861 21694 9 
Honig ied 7 Quebec Hi, 159 ek, 201 468, 360 344,313 2,203,618 | 2,547,931 3,016,201 2.034 1h 
Gontnecour,| Guebec 177,744 1,166,677 1,344,421 1,596, 241 18,165 1,614,406 2,958,527 1.994 15 
Trois Rivieres, Quebec 27, O44 740, 287 767,931 1, 663, 208 271, 820 1,935,028 2,702,959 1.82% 16 
ren aoe ae epee ee 946, 569 1, 130,526 221,517 1,352,043 2,298,612 11554 18 
SAUTE eee 2,812,829 _ 453,545 3, 266, 374 974, 932 259,581 1,234,513 4,500)887 3.038 = -- 
Total Quebec Ports ; 8,809,195 15,900,043 2, 709, 238 13,747,818 7,945,002 21,692,820 46,402,058 31.23% 
Port Arthur, Ontario 5,387,441 1,551,072 6, 938,513 187, 061 200,766 387,827 1326, 4o 4.93% 
Fort William, Ontario. 2,728, 24 420, 487 3,148,730 457,032 279,075 736, 107 3,584, 837 2.61% 
Re 6,115,064 1,972,559 10,087, alts 64,093 79,84 = 1,123,934 — a,a1,177~—7.8U3 
Hamilton, Ontario. 277,794 11,924 289,71 582,586 5,321,772 5,904, 358 6,194,076 4.17% 6 
Toronto, Ontario 622, 467 Le eaaTe 745,703 1,633,797 2,026, 925 2, 660, 925 4,406,425 2.97% 7 
porecer pene ontanlo 1,599, 370 361,449 1,980, 519 1, 959, 187 440,082 2,399, 269 2,360,088 2,958 8 
SEE eee cneanto 142,243 175,23 317, 486 461,588 2,712,345 3,173,933 3,491,419 2.352 10 
Seer omearte 1,447, 302 2,824 1,450, 126 1, 702,099 286,277 1,990,376 2,4ho,502 2.31¢ 11 
Sarnia, Ontario 1,700, 960 76, 898 1,777, 858 551,760 712, 205 1, 263, 875 3,041,733 2.054 13 
Eee eee 795,431 g74 796, 405 951,567 129,356 1,080, 923 1,877,328 1.264 21 
Weare eontario 8, 29h 5, 627 13, 921 1, 204, 622 152,567 1,357,369 1,371,310 192% 3 
Michipicoten, Ontario 10,677 1,023,996 1,034, 673 75, 628 100,529 176,157 1, 210,830 81% 2h 
Clarkson, Ontario. 490, 315 7,016 407,331 109,175 474, 620 583,795 1,081,126 73% 27 
Windsor, Ontario 98, 801 279, 347 378,148 196,020 480,122 676,142 1,054, 290 +712 2-28 
Te ontario 1,376,955 1,551,183 2, 928,138 4,090,808 3,480,228 7,571,036 10,499,174 7.07% —- 
Total Ontario: Ports 16,686,293 5,611,276 22,297,569 14,163,040 16,798,869 30,961,909 53,259,478 35.84% 
All Manitoba Ports 6,455 587,870 594, 325 21,708 31, 674 53, 362 647,707 “4g =e 
Vancouver, British Columbia 2,718, 618 5S 617, 217 8,335, 835 2,515, 641 760, 462 3F 276, 103 Na, 611, 938 7.81% 2 
New Westminster, British Columbia 740, 427 917, 837 1, 658, 264 569, 646 143, 893 713,539 2, 371, 803 1.60% 17 
pictorda, British Columbia 422,071 633,579 1,055,650 610, 084 8h, 625 691,709 1,750,359 1.18% 22 
Powell River, British Columbia 137, 041 269, 198 406, 239 725,127 551, 813 776, 940 1,183,179 80% 25 
All Other, British Columbia 3,022,836 2,484,595 5,507,431 2,416,037 741,778 3,157,815 8,665, 246 5.83% = 
Total British Columbia Ports 7,040,993 9,922,426 16, 963,419 6, 636,535 1,782,571 8,619, 106 25,562,525 17.2 
Toval North West Territory Ports 482 900 29,567 8, 861 39, 810 .03¢ = 
Total Canadian Ports 38,369,541 40,298,882 78, 668, 423 38,778,904 31,133,694 69,912,598 148,581,021 100.00% 


Source: Shipping Report, Parts II and III, D.B.S., 1958. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Ottawa, Ontario, 
Monday, 
May 30, 1960 


--- On commencing at19.00 a.m. 


THE CHAIRMAN: Order, please, Mr. Sinclair, 
you have Dr. Edwards here. 


MR. SINCLAIR: Yes. Dr. Edwards, please. 
F.K.EDWARDS, called. 


THE CHAIRMAN: Mr. Mauro, I think -- 

MR. SINCLAIR: Before Mr. Mauro starts, there 
is just one point I would like to cover with Mr. Edwards 
with your permission, sir, 


THE CHAIRMAN: Yes. 


MR. SINCLAIR: Mr, Edwards, when Mr. Stenason 
was recalled here about three weeks ago he presented 
to the Commission a document Which is known as 
Exhibit 132 which set outs in a number of cases certain 
revisions that had been made to the cost study that 
had been iapeedceen in evidence in Ddcember last and 
when you followed Mr. Stenason and Mr. Bandeen on the 
Witness stand. Have you seen this document before? 

THE WITNESS: I have, 

MR. SINCLAIR: The revisions that were made 
and as set out in the document, Exhibit 132, Mr . 
Edwards, were they done in consultation with you? 

THE WITNESS: They were. 

MR. SINCLAIR: Have you any comments to make 
on them? 

THE WITNESS: The reasons for these adjustments 


fell into two or three categories. One was to correct 
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certain errors that had been found in the studies and 
had been pointed out in some cases by other parties. 

The second basic reason was to provide certain re- 
finements, particularly in the treatment of. freight 

train car costs. When the I.C.C. rail form A procedures 
had been initially used, I felt they. were some degree 

of refinement over them could be made. That largely 


dealt with freight train car expense treatments. 


The third larger item dealt with constant costs and the 
the application of the constant costs through Peerda sick 
analysis for terminal divisions was omitted, it was 
overlooked in the assembly of the total costs, and 

the inclusion of those items largely accounted for the 
final item on these sheets. 


MR. SINCLAIR: Thank you. 


MR. MAURO: Before commencing cross-examination|, 
Mr. Chairman, in reply to a question to my learned 
friend Mr. Sinclair in Winnipeg on February 11 to the 


Honourable Gurney Evans. this was said: 
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TORONTO. ONTARIO 


1 
2 - Q. Mr. Evans, you made some 
3 response at page i? ,Waceerdae to my 
4 notes, about expenditures in Manitoba 
5 on highway construction. According to 
6 my note, I think you said Something in the 
nature of $33 million of capital expenditures, 
: and that is at page 17, and you also made ref- 
: erence on page 10 to road construction and 
9 the joint federal-provincial Roads to 
10 Resources programme? 
11 A, ves. 
12 Q. Were you and the advisers in the 
13 government of Manitoba provided with the 
an expenditures for capital and maintenance on 
roads in Manitoba, federal, provincial or 
? municipal, say, for three or four years back? 
- A. Certainly we can provide you with 
_ provincial -- I am sure we can." 
18 
a I have now the information from the 2a 
ment in the province of Manitoba setting out capital 
." construction costs as ae 1955 to 1959-60. 
7 ‘THE CHAIRMAN: You wish to file that as an 
221 exhibit? 
MR. MAURO: I thought that would be the 
best way. 
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MR. CUMMING: Exhibit Ane ty think, 
Mr. Chairman. We put in 139 at the Lakehead. 


--- EXHIBIT NO. 140: province of Manitoba Ex- 
i TS 
a penditures on Road. Con- 
struction and Maintenance, 


CROSS-EXAMINATION BY MR. MAURO: 
aN Ee MAURO 


Q. Mr. Edwards, what percentage of the total 
revenue ton miles handled by the C.P.R. is represented 
by movement of grain at statutory rates? 

A. 42.2 per cent. 

Q. 42,2 per cent. What is the source that you 
used in arriving at your figure of 42.2 per cent? 

A. This is in these factors in the prairie and 
Pacific regions. 

Q. That was the factor in the prairie and Pacific 
regions? What is the percentage which statutory rates ar 
of:the total traffic handled by the Canadian Pacific 
Railway? 

An That is 26.2 per cent, sir. 

Q. Now, did you use the waybill analysis for 
arriving at this figure, or what was the source of your 
information? 

A. I will inquire. I am sure, basically, it 
goes back to the . waybill records. It is the regular 
compilation of system net ton miles. 

Q. So that you took the percentage of grain 
handling, net ton mils of grain to the total net ton 
miles handled by the entire system, including all 
other traffic handled? 


Bes Yes, that would be the total C.P.R. system. 
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TORONTO, ONTARIO (Maruo) 
1 
2 Q. Could you tell us what percentage of total 
3 car loadings grain represents? 
4 A. I am afraid we will have to obtain that for 


5 you, Mr. Mauro. 


Q. Page 2647 of the transcript, Mr. Edwards, 


6 
which is volume 19? | 
A, Lee 5 Sirs 
: Q. Towards the end of the page: 
: Ml Q. How would you determine what you 
10 referred to as a fair proportion? 
i1 A. What constitutes a  'fair proportion! 
1) of the constant cost involves economic and 
13 traffic consideration. The basic consideration 
14 from an economic standpoint 3 that a large 
segment of traffic, such as Western grain 
ig moving to export positions, should not be 
- a burden on other traffic. To avoid being a 
burden on other traffic or on: the railways, 
18 the revenues received from this large segment 
19 of traffic cannot be appreciably lower than 
20 total cost." 
1 As a former director of the Department of 
99|| Coal Economics of the National Coal Association, 
4 Mr. Edwards, could you tell us whether coal returns 
fully distributed costs in the United States? 
A. Coal moves at something less than the gso- 


called fully distributed ton and ton-mil€ apportionment. 
However, the issue is the same here, the rates should 
not be lower than what the traffic can properly bear, 
the value of the commodity, competitive considerations 
and the effect in paptiouler of the rates upon the 


movement of the traffic. Those are all the economic and 
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traffic considerations that are behind my statement 


here ,and coat: rates, 7 might say, the greatest 


dollar contribution to burden of all traffic in the 
United States. | 

Q@. That is exactly the point I am going to come 
to, Mr. Edwards, and so that we bring the Commission 
along with that and other things, you said something 
less than fully distributed costs. I think that we 
Should try and put on the record the exact contribution 
of coal revenue-wise and percentage-wise, and I will 
now refer to the burden study, a document entitled 


"Distribution of Rail Revenue Contribution by Commodity 


Groups, 1957", and I am referring to page 38. Bit Ont nous 


VOLUME 71 


12586 13. Delete sentence commencing "Bituminous cog] 


Substitute: "As you know, 100 percent 


represents the fully distributed costs anc 
bituminous coal takes a percentage of that 


in the statistical determination of 
contribution to burden." 


MR. MAURO: The Interstate Commerce . 

MR. siNcLar : Before the witness answers, 
I take it, through tcideerecnve ena my friend in puttin 
the question to him didn't repeat the answer of the 
witness when he said fully distributed on a ton and ton- 
mile apportionment of cost. 

THE CHAIRMAN: I suppose the witness is 
familiar with this? 

| MR. MAURO: Well, so familiar that I think 


one can properly say that Mr. Edwards fathered the 


document. 
THE CHAIRMAN: Just so we will have it on the 


record. 
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1 

2 MR. MAURO: Q. At page 38 of that document, 
3 butiminous coal, U.S. to U.S., 79 per cent. 

4 A. Pardon me, I have several documents here 

: and I didn't -- 

i Q. Page 38, table 7. The document is 2 of 19592 

: A. Yes, I have it. | 

f Q. We might save some time if you could look 

8 over my shoulder. 

9 kia 

10 Q. 2 of 1959? 

11 A. xes. | 

12 Q. At page 38? 

3 AS Yes. | 

i Q 3055 bituminous coal? 

A, Yes, 

$5 

Q. U.8. to U.S. 79 per cent; official to 

offleial, 81 per cent; south to south, 77 per cent; 

“4 west to west, 68 per cent; official to south, 86 per 
18 cent; south to official, 72 per cent; official to 


19 west, 76 per cent; south to west, 73 per cent. So 

20 that while in none of the regions does coal return 

1 fully distributed costs, it is still the largest 
contributor to overhead in the United States? 

. A. Yes. That arises from lower than average 

23 


contribution per unit of traffic handled, per revenue 
ton mile, let's say,multiplied by the volume of 
traffic attracted by that rate. 

Q. oe So when you are discussing contri- 
bution to revenue on a volume traffic such as coal, 
fully distributed cost is completely mythical in trying 
to determine whether or not it will make a substantial 


Contribution to revenue, because in the United States, 
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TORONTO, ONTARIO 


(Maruo) 


while in no district does coal become fully, distri- 
buted costs, yet in that same document which I 
referred you to, the front page of it, which is 
bituminous coal, it makes a contribution of §200-odd 
million, making it the largest single contributor. 
That is correct, Mr. Edwards, isn't it; it is 


the largest contributor to burden in the United States? 
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* ANGUS, STONEHOUSE & CO. LTD, Edwards, cr-ex 12589 

_ ONTARIO (Mauro ) 

1G We presume, and I know it is the inten- 
tion of those having charge of the making of the rate 
that it yields as maximum a contribution which it can 
economically do considering the effect of the rate on 
the movement of the traffic ard the fact that it has 
a value in origin of some $5 a ton and it is a very 
low grade commodity. 

Q. I can assure you, Dr. Edwards, that you 
and I in the next day or so are going to discuss very 
fully this matter of what a rate should reflect; and 
the only point I am trying to make now is that there is 
nothing religiously significant about fully distributed 
costs, and when yourefer to grain and say that it should 
not have a rate that returns appreciably less than full 
costs, you want to qualify that in the light of your 
experiences in the United States that coal, while it 
does not in any district return fully distributed 
costs, it makes a very real contribution to burden? 

AN No, sir, I would not qualify that answer. 
You look in this book and read of the experience of 
grain that moves well above, far above, fully distri- 
buted costs, and all the products of agriculture as a 
whole move veiy close to the fully distributed costs, 
and the value is from eight to ten times per ton on 
grain than it is on coal and it is not subject to the 
competitive transportation conditions that coal is in 
its markets against gas and oil. 

THE CHAIRMAN: Mr, Mann, 


COMMISSIONER MANN: Is this the latest study 
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“ANGUS. STONEHOUSE a co: LTD: Edwards, cr-ex 12590 
3 Phe (Mauro) 

of the ICC? You gave 1957 study. Is their 1958 

out yet? 

MR. MAURO: This is dated August, 1959. 

COMMISSIONER MANN: That is probably right. 
The second question I had, are there any other major 
commodities that have a lower contribution to overhead 
than --- 

MR. MAURO: We will check it, Mr. Mann, and 
let you know. 

COMMISSIONER MANN: Thank you very much, 

MR. MAURO: aye Would you turn to page 2659 
in volume 19. I am referring to the last answer on the 
page: 

"It will be noted that the per cent empty 
to loaded car miles for the study traffic is 
57.3 per cent for Canadian National and 57.7 
per cent for Canadian Pacific as developed 
from separate test studies. The higher 
percentage for box cars in grain service as 
compared to the Western Canada and System 
percentages for all freight cars and com- 
modities is because a substantial number of 
grain cars move ina cycle between grain- 
loading points and the Lakehnead,and experience 
a very low rate of reloading because of the 
lack of westbound traffic originating at the 
Lakehead," 

Now, I wonder if you will agree, Dr.Edwards, 


that the movement of coal in the United States has a very 
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“ ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-@x 12591 
TORONTO, ONTARIO (Mauro ) 


large empty return movement? 

A. It does, 

Q. To that extent we have first volume -- 
coal moving in very large volume and grain moving empty 
in large volume in Canada, and now in the case of empty 
return movement your experience is valuable to this commissio 
again because, as roe refer to grain having a large 


empty return movement, so Similarly coal had a large emptly 
return movement, 


I refer, just to get the statistics on the 
record, Dr. E dwards, to page 12 of a document published 
by the Interstate Commerce Commission entitled "Rail Car- 
load Cost Scales by Territories for the Year 1958,” 


and at page 12 of that document under a heading "Ratio 


of loaded to empty ear miles by type of equipment, 
year 1958 -- hopper to open Pocahontas region, 6. o1,— 
So that there is less than one loaded car mile for 
every empty car mile in the Pocohontas region. Would 
that reflect your experience? 
A. That is right. 
Q. Thank you, doctor, You referred to the 
United States Supreme Court Decision in the case of 
Northern Pacific versus North Dakota at 236 United 
States Reports, 585-596, and at page 2649 of the 
transcript you quote from the decision in question, 
"Q.Are you reading from a decision of the Court: 
"A.Yes." 
You go on with the quotation: 
"The outlays that exclusively pertain to 


a given class of traffic must be assigned to 
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ANGUS. STONEHOUSE & Co. LTD. Edwards, cr-ex 12592 
. ONTARIO (Mauro ) 

that Class and the other expenses must be 

fairly apportioned, It may be difficult 

to make such an apportionment, but when 

conclusions are based on cost the uke cost 

must be taken into account," 

Dr. Edwards, as I read that Decision of the 

Supreme Court, I interpreted that what the Supreme 
Court was saying there, that in setting rates on a 
class of traffic and the class being products of | 
agriculture, products of mines rather than specific 
commodity movements --wWould that be a fair inter- 
pretation where they refer to the apportionment of 
outlays that exclusively pertain to a given class 
of traffic? As you and I know, in the United States 
and in Canada: but we will particularly confine our- 
selves to the United States, those classes are listed 
at the back of the studies -- products of mine, 
products of agriculture and manufactured and miscel- 
laneous, and this is the type of grouping that the 
Supreme Court had in mind in determining costs of 
products of agriculture and attempting to apportion 
the costs of carrying products of agriculture as 
Opposed to grain exclusively? 

A. Well, I do not think the Court was 
narrowing itself specifically to grain and coal, if 
that is your point. 

Q. Well,if someone said to you, Dr. 
Edwards, "class of traffic", what would you think he 


was referring to? I suggest that you would take as 
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ANGUS. STONEHOUSE & CO. LTD. pert, cr-ex 12593 
a class of traffic what I have previously stated -- 
products of agriculture, products of mine, manufactured 
and miscellaneous? 

A. Well; the Court) said --.] gave you a 
quotation in reading at pages 19-20 -- no, I guess it 
is page 598-599: 

"The Legislature undoubtedly has a wide 

range of discretion in the exercise of the 
power to prescribe reasonable charges, and 
it is not bound to fix uniform rates on 
all commodities or to secure the same per- 
centage of profit on every sort of business. 
There are many factors to be considered," 
Now, that is following -- you haven't stated -- I do 
not think the Court was narrowing itself down to --- 

Q. Its single commodity. 

A. Coal and grain, if that is what you are 
following. 

Q. But they are referring to class of 
traffic as their language sets out. Now, this decision 
was set down in 1915, as I understand it? 

fey Veo. sax, 

Q. This statement still represents the 
thinking of the Interstate Commerce Commission in the 
United States? 

MR. SINCLAIR: Interstate or the Supreme 
Court? 

MR. MAURO: Q. As I understand the evidence 


that you gave, Dr. Edwards, the decision of the Supreme 
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“ANGUS, SN sUse § co. LTD. Edwards, cr-ex 12594 
| (Mauro ) 

Court on this matter, of course, is binding on the 

Interstate Commerce Commission, but this was a 

direction in effect? 

A. Is it your question: does the 
Interstate Commerce Commission presently subscribe to --- 

Q. The reasoning? 

A. The reasoning --- 

Q. Of the Supreme Court? 

A. In here, and the reasoning as I have 
endeavoured to give it, as I understand it? I would 
Say yes. 

THE CHAIRMAN: The Supreme Court would make 
up the mind of the Interstate Commerce Commission, I 
suppose? 

THE WITNESS: Well, yes, in the long run they 
would, but this is a very fundamental and almost 
elementary statement of how you make rates, and I 
cannot conceive of any informed regulatory body long 
departing from the elements of rate-making that are 
set out here. 

MR. MAURO: Q. All right. As you told 
my learned friend at 2649, this in effect synthesizes 
your position: 
i= i You have a small quote there which 

would synthesize your position, I 


think? 


"A Yes," 
A. Yes, sir. 


Q. Then I want to refer you to a document 
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TORONTO. ONTARIO (Mauro ) 

1 
entitled "Explanation of Rail Cost Finding Procedures 

: and Principles Relating to the Use of Costs" prepared 

by the Cost-Finding Section of the Interstate Commerce 
Commission, My document, Dr, Edwards, is Statement 

No. 4-54, November, 1954, and at page 21 of that 

. document reference is made to the Decision of the 

- Supreme Court of the United States in Northern Pacific 

5 versus North Dakota, the same case that you and I have 
been talking about? 

10 

1 A. Yes, sir. 

re Q. They are discussing disposition of constant 

13 costs, and I shall read from page 19; 

14 "Rule of Northern Pacific Railway Company 

15 vs. North Dakota; 

16 "As the disposition of the constant expenses 

7 in a cost study must give consideration to the 

18 pronouncements of the Courts, reference is 

19 . made to the decision of the Supreme Court 

20 in Northern Pacific Railway Company vs, 

1 North Dakota. The Court found that rates 

22 fixed by the State of North Dakota on lignite 

23 coal were confiscatory in that they did not 

24 cover the full cost of the service, including 

5 an apportionment of the non-variable ex- 

%6 penses, The Court said:" 


27|| and they quote the Court at page 20; 


28 "While this statement indicates that all costs 
29 must be taken into consideration in fixing rates, 


30 the Court, nevertheless, appreciated the problem 
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TORONTO. ONTARIO 


(Mauro ) 


of dealing with the constant expenses when it 
laid down the following rule: 

'The outlays that exclusively pertain 

to a given class of traffic must be 

assigned to that class, and the other 

expenses must be fairly apportioned, 

It may be difficult to make such an 

apportionment, but when conclusions are 

based on cost the entire cost must be 

taken into account,! 
"The view has sometimes been expressed ---" 
was the end of the quote, the same quote you have 
given, Dr. Edwards: 
"The view has sometimes been expressed that 
under this rule a rate, to be above a 
confiscatory level, must cover the assignable 
(out-of-pocket ) costs plus some arbitrary 
apportionment of the constant costs. But, as 
economists have hastened to point out, the 
effect would be to give to the treatment of 
the constant costs a rigidity in law which they 
do not have in economics and cannot have in 
the practical aspects of rate making. The 
value-of-the-service (demand) factor is not 
identical for all freight or all markets. 
Prices are never based on an arbitrary appor- 
tionment of the constant or fixed expenses. 
Indirect expenses never burden all traffic 


proportionately, ton for ton, irrespective of 
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the ability of the traffic to pay. Such an 


approach, indeed, would be contrary to the 

r principle that low unit contributions to the 

: constant costs may yield increased aggregate 

: contributions as a result of added volume," 

4 One further quote at page 21: 

; "It appears from the preceding citation 

9 that the Court in using the term PE et by: 

10 apportioned' did not mean that the rates reuia 
1 be constructed by taking the out-of-pocket 

12 costs and adding thereto some amount which is 

13 based on a statistical apportionment of the 

14 constant or fixed costs, The Court specifical- 
15 ly stated that the value of service (i.e. demand } 
16 should be considered, As pointed out earlier 
17 in this chapter, value of service (demand) is, 
18 indeed, the key to a 'fair apportionment" of 

19 the constant costs. 

20 "In the first citation given above the Court 
1 stated that when conclusions are based on cost 
oy) the entire cost must be taken into account, 

23 This is interpreted as meaning that the rate- 


maker can ignore neither the existence of the 
constant costs (or burden) nor the necessity of the 
traffic in question making a proper contribution 

to such costs. However, the measure of such 
contribution rests on value-of-service 
considerations and not on cost considerations. 


Any other concept could not be reconciled with 
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“ ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12598 
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the fundamental nature of transportation costs." 
I would presume, Dr, Edwards, that what I 
have read to you is also in fact your position on the 
interpretation for rate making purposes of the Supreme 
Court Decision in North Dakota? 
A. me Susie in, I wrote this, and I certainly 


Subscribe to it as well today as I did when I wrote Le 
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Q. So that when this Commission is taking 
into consideration the evidence you give today you 
mean they should rely on the Supreme Court's decision 
in the case of Northern Pacific against North Dakota, 
and you want them also to take into consideration 
wnat I have just put to you? 

A. No; and the guotation at the end of 
transcript 2647 which you cited, starting: "What 
constitutes a 'fair proportion! of the constant cost 
involves economic and traffic consideration, The 
basic consideration from an economic standpoint is 
that a large segment of traffic. . ." and so on, 
Now, I find no difference from what I have said here 
from what I have said here, 

Q. That may be a matter of argument, but 
you and I do agree that you want this Commission to 
take into consideration the decision of the Supreme 
Court which synthesizes your position, and you:-also 
want them to take into consideration what I have just 
read? 

A. Yes, indeed. 

Q Now, I would like to discuss with you 
your concept of fully distributed cost and total cost 
in the rate making and cost studies. 

As I understand it -- and I would sincerely 
appreciate your discussion on this, Dr. Edwards -- 
the purpose of costing the first one is to determine 
the variable and out-of-pocket cost associated with 


the traffic under study, and then, after these costs 
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have been determined, the next step is to apportion 
to this traffic a share of the constant cost Or your 
costs which do not fluctuate with volume, and then 
these constant costs will reflect the total burden 
that all the freight and passenger jatue must bear 
to meet railroad system expenses, 

Is that an amateur's statement of the some = 
what complex subject of purpose costing. 

A. Well, you did pretty well, but not as 
well as I could do. 

What I mean, Mr. Mauro, to make myself clear, 
is that you state you first fix the varlable cost. 
That you certainly do. Those are costs that you 
can ascertain and pin down to the traffic involved, 

Now, as to what you do next -- what the 
cost man may do next -- is, well, not of great conse- 
quence, I have written extensively on this subject 
as to how the mind of the rate maker works. He comes 
to the out-of-pocket cost and then he reflects the 
burden either on a percentage basis as was done here, 
or on a ton-and-ton basis and he uses that as a point 
of departure, Then, in effect, he will determine 
what would have been the effect if he increased the 
rate above and above, as in many cases the traffic is 
200 per cent of out-of-pocket, and the variable portion 
of the traffic moving is that much above the fully 
distributed costs, He will take the point of departure 
and make adjustments down and will satisfy himself 


what will be the effect of these adjustments on the 
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“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12601 
TORONTO, ONTARIO (Mauro ) 
volume of traffic, 

I maximize my contribution on some high 
grade machinery, If the fully distributed costs 
are 125 per cent above, or even 150 per cent above, 
he can either establish the out-f-pocket expenses 
and add 5 pe-cent or 10 per cent, or he will go to the 
Structure of his rate as a whole and from that get a 
gleaning of about where the rates on this commodity, 
looking at the structure as a whole, and the rates on 
other commodities and what they are contributing, and 
he uses this as a starting point by keeping his eye 
on, certainly, the out-of-pocket costs -- the floor -- 
but he can raise the scale up and down, His fully 
distributed cost has been costed and he knows he has 
his point of departure, There is a limited amount of 
traffic that happens to move right at that level, 
although there are certain large groups of traffic 
that happen to move at just about the fully distributed 
cost in the United States, 

Q. I thought we might just put on the 
record again the statement of the Interstate Commerce 
Commission on this point, which,I think, might be help- 
ful. It is at page 3 of 4-54; 

"Constant costs represent the difference 
between the out-of-pocket, or variable costs, 
and the total costs. They consist of those 
costs which, within the limits of the range 
of output under study, are unaffected by 


increases or decreases in production. The 
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“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 

TORONTO. ONTARIO (Mauro ) 
existence of constant costs stems from the 
fundamental fact that increases or decreases 
in output are not followed by proportionate 
increases or decreases in the expenses, The 
constant costs are, in effect, expenses which 
are incurred on behalf of the operation as 
a whole, and inasmuch as they can be avoided 
only be abandoning the entire operation, or, 
at least, very substantial portions of it. They 
cannot be traced to particular units of output 
or classes of customers. They continue to 
exist irrespective of whether or not any 
given unit is produced." 


So that, again, the important determination, in the 


first instance, in costing is the determination of 


the out-of-pocket expenses and then to what extent 
of the fully distributed costs you apportion this 
constant factor; and that can be apportioned in a 
number of ways. You have mentioned two -- either 
on a percentage basis or on a ton~-and-ton mile basis? 

A. Yes, 

Q. And this is a matter for the rate maker, 
in fact? 

A, yes; it must be ever kept in mind the 
amount of it and how you are going to recover it. 

Q. Now, Dr. Edwards, you have mentioned 
just a few minutes ago that you have discussed this 
matter in a number of cases and in a number of documents 


and I thought it would be helpful if we could refer 
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es (Mauro ) 
to some of the statements and you might simply comment 
as to whether or not your position on the Subject remains 
the same as previously stated? 

fherflirst document that I will refer to is 
ICC docket 28300, Class Rate Investigation, 1939, and 
it is a statement of Ford K. Edwards in reply to the 
criticisms of exhibits introduced by him, This state- 
ment is dated February 1943, At page 12 of this 
statement, in your rebuttal section 8, you are referring 
to statements made by Mr. Kerr: 
"Mr. Kerr states that assuming that the 

average unit of cost ton-mile is less than 

or at least not higher than in the Eastern 

District, such unit cost could not safely be 

used in measuring the reasonableness of rates 

in one section versus another for the reason 

that the compositions of traffic from which 

the aggregate revenues are produced are fully 

different .. ." 
Your answer was: 

"The cost study serves to evaluate in 
cents per 100 pounds such differences in 
transportation conditions as weight of load, 
tare weight of car, per cent of empty return, 
length of haul and whether carload or less 


than carload to the degree that these affect 


costs. As to the transportation burden, 
which I interpret as meaning the constant or 


indirect expense, it provides no guide as to 


or ae ves 


7 a r,t = wad tan beara i i. sive! so 1m “0 
| aS See re a es 


= : ] 
peas ' 


. dresmeo? thane igh wy sonnet 
— sootdue ort ch tga tao ae 8 ie o) a ty 


| t | | Shededs xtavoaving lean 
| vt of setet Lite E, ret tremuooh dau? oat | 


ie ,CFOL (solteghtseval eit santo 0888 ty 006. out | 


3. ae eho nt abrswbe .8 Brot to dnomatsta 8: et ad 


Yee 
) -odete elit nic yf besobortad eddd inne to amatottino a 
| oti? to Sf sage .ebChacmemndee bedab et Gren , 


| anizrs ie: one voy «8 mottose Lattude7 oy mt \tasustazea | 


i 
. " 


H<T9H eM yd Sham ednemevasa OF 

. ert verlt gaimpeaes taeda aotsdn wad mH" 
| nady eael af eifm-riod @aag to slaw egereva 
reseed, sit of seas sony te gor Jasel ts 40 
sd ylolsy ton biyeno deso inp ous, qdstdeka 
aedsy to ssiepans ieweetieeal ‘eal aplasia int beay' 
(des: Ont ee Lapel notvoee, ano mk 
fothw mon’) stt2at Yo ecole lteoqmee edt Jedd 
| (iiwS 9%8 beowhorg ens asumeveT Staygerpys Sig 
| ‘Lo, 4) Boers 2ILS 
{ew tewens 

etsulavs od sevres ybuge teco edt’ 

ol geonsre Pile vous abawog, 0OL neg edneo 
‘SacI Yo sJdatew «6 snotdtbaco fold stoqenstd 
| Fed. uta lo to8gen9y puBe TO tdgtew sad 
éasl io baolses tépdete bos ined to, Aegnel 
$240 yo aascd taps eaiged aid oF bsolrso mat 
aginuod dots eJ.ogeiiaad soho of af .8ta00 
4® dnedenos odd yrtndem. an serquedtet I) sotiw ° 


Ot ke Shhug.om ashiveyge Ut yasnéqne Spentbat 


SE 


ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12604 
TORONTO, ONTARIO (Mauro ) 
its distribution over commodities of different 
ability to pay. The cost Study, in my opinion, 
can only indicate the amount of such burden as 
stated in the aggregate and as produced prorata 
to an amount per revenue unit of traffic handled, " 
You have no reason to change your opinion which you 
gave in 1943? 
A. No; except that I would state this, that 
a number of studies of burden contribution were made 
by the Commission, and there naturally evolved a 
certain pattern of reference, That does not mean that 
any percentage distribution or future distribution of 
constant costs created that margin of the relationship 
to fully distributed, but it gave a basis of showing 
the relative contribution which experience had shown 
various kinds of traffic could produce, 
That doesn't change the principles I am 
talking about. That was the result of those principles, 
Q. And you have no reason in 1960 to change 
the very important position you took in 1943 to the 
effect that burden, which ...1I1 interpret as 
meaning the constant or indirect expense ... provides 
no guide as to the distribution over commodities of 
different ability to pay ..." -- and I suggest that 
out of some personal research into the things you have 
Said from 1943 to 1958 -- that there is nothing incon- 
Sistent in that condition and the fact that full cost 
is an interesting statistic in the aggregate; that it 


provides no direction, no guide, as to what apportionment 
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TORONTO, ONTARIO 
(Mauro ) 


@ particular traffic should bear because in the appor= 


tionment of full cost one has to consider the 


ability of the traffic to pay. 


A. Having arrived at those statistics it 
provides a guide as to what the classes of traffic 
have been doing under the experience of rate making 
that was going on in that period up to that time, 

Q. At page 58 of the same document you 
were referring to Exhibit 19. That exhibit has 
eriticized the separation of the expenses, common to 
freight and passenger services, under rules prescribed 
by the Commission, and you answered that criticism to 
this effect: 

"It is believe that the rules prescribed 
by the Commission for the common expenses are 
sufficiently accurate for the purpose used, 

In the cost study the constant expenses which 
are common to both freight and passenger traffic 
are in effect regrouped into a lump sum and 
treated as a burden which must be distributed 
on the basis of ability to pay. This leaves 
only those common expenses, principally main- 
tenance of way, which are directly affected by 
traffic volume, i.e., what we have termed the 
out-of-pocket portion, The use of some basis 
of separation other than that prescribed by 
the Commission would affect our freight out- 
of-pocket costs to a very small degree, even 


assuming a better basis can be found, It 
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1 

would not affect the full distributed expense 
4 as any increase or decrease in the amount 
apportioned to the respective services would 

be offset in the computation of the passenger 
: services," 
6 
‘ The important point there, for my purposes, is that 
‘ they ", . . are in effect regrouped into a lump sum 
, and treated as a burden which must be distributed on 
* the basis of ability to Baylies, ". That is your 
ti position on this matter of fully distributed? 
re A, That was my position in dealing with 
13 the American railroads. It is not the position of 
14 these roads here, 
15 They look upon the passenger service as a 
16 by-product, or incremental service, the losses on which 
7 they hope to fully cost out, and it is not treated as 


ig 2 universal burden, The passenger services down there 
19|| are more important to their operation than they are 

99|| UP here, although they are diminishing down there, 

1 Q. I don't think you and I are going to 


22|| Nave to discuss some of the lines in the United States 


where the passenger services, I suggest to you, are 


in the same position as the passenger services in 
Canada; and I respect your statement that the railroads 
in Canada have decided to treat it differently from the 
railroads in the United States. This has become very 
apparent, and I ask you now, if you would expand on 
this matter, whether that decision to treat it as 


incremental is a managerial decision or a costing 
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decision in the viewpoint of yourself who has spent the 

better part of your lifetime in this work? You don't 

treat it that way in the United States . . 
MR. SINCLAIR: Let him answer the question, 
MR. MAURO: I am trying to shorten the time , 
THE WITNESS: In so far as the treatment 

in the United States was concerned that was a decision 

away back, as head of the cost section, that I made 

myself, The passenger picture is rapidly changing; 

there are some sizeable American roads that are out 

of the passenger business entirely, and a great many 

of them would like to get out as rapidly as they could, 

except, possibly, for some commutation service which 


they feel they may make some money or,or they make 


arrangements whereby they may come out of it and not 


lose money on it, There has been this evolution in 


the matter; but the Canadian roads and the great net- 
work of lines that are spread over the west I wouldn't 
conceive of ever having been built to handle passenger 
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Q. The roads are ...? 

A. The great network of lines throughout western 
Canada, I cannot conceive CL that having been built as 
a primary purpose to handle passenger traffie. It is 
overwhelmingly devoted to the handling of freight 
traffic, and I am sure it was SO conceived. 

Q. De you know the percentage of passenger to 
freight in the United States generally? What I am 
saying to you, so that there is no doubt in anybody's 
mind, is that American roads could decide that passenger 
is incremental, but as far ag the costing in the United 
States is concerned, passenger. service is costed ag 
far as constant costs are doteenned in the manner in 
which you stated in 28300? 

A. No, I don't think; I would not say that. I 
think I am unique in having put that in. The costing 
that is done by the individual railroads themselves, 

I think, very rarely ever reaches out and picks up 
passenger deficits. 

Q. I missed those last few words. 

A. I think that it is rarely that the railraods 
of the United States, when making cost studies, reach 
out and pick up any allowance for passenger deficits. 

Q. The Interstate Commerce Commission, for rate- 
making purposes and for costing purposes -- and we are 
more interested in rate-making purposes -- does it 
utilize and follow the line of thinking that you explain 
on page 58 of 28300, of that particular statement on 
238300; namely, that in the cost study the constant 
expenses common to both freight and passenger are, in 


effect, regrouped into a lump sum and treated as a 
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2 burden which must be distributed on the basis of the 
3 ability to pay? Is that the practice of the Interstate 
4 Commerce Commission in dealing with rate-making matters? 


A. You are referring to, is it their practice 


: in dealing with rate-making matters to include an 

: allownance for passenger deficits? Is that the question? 
: Q. No. 

8 A. Well, I have lost it. 

9 Q. I am probably partially to blame. But, as I 


10 understand your statement in this particular submission, 
11 and your subsequent statement that in Canada they treat 


12 passenger service differently, here you state that 


13 the constant expenses of freight and passenger 

4 traffic are, in effect, regrouped into a lump sum and 
treated as a burden which must be distributed on the 

a basis of ability to pay. Is that still your opinion 

“of in 1960, that the passenger and freight constant 

17 


expenses should be regrouped into a lump sum and treated 


18)/ as a burden which must be distributed on the basis of 
19 ability to pay? I understand it is probably your position 
99 but it is not the position of the Canadian Paeific 


and the Canadian National in this cost study. 


oa 
A. You asked me what was the position of the 
22 
American railroads and the position of the Interstate 
23 : 
Commerce Commission. Now, in answering that I face 
24 


this problem: the cost studies under rail form A are 
25 published on an out-of-pocket cost basis, and they also 


26] show, as you know, a fully distributed cost that 


27| includes the passenger out-of-pocket loss, if apy, and this 


28 other burden. It is automatically picked up. Now, the 
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key to your question is, what effective use is made 
of that? Probably one of the most effective 
instrumentalities of the Interstate Commerce Commission 
in rate-making is through its Suspension board. The 
cost section feeds thousands of costs annually to the 
Suspension iena to guide it in the host of matters 
coming before it daily, and I was instrumental in 
Starting that, and I think it has carried on the same 
way, and they are fed only the out-of-pocket costs; 
they are not fed the total costs. The railroads 
themselves -- and I am familiar with a great many of 
them in their internal costing procedures for the use 
of their traffic departments -- practically never load 
on any burden for passenger deficits, or this loss. 
Now, you ask me, as rates are béing made what weight 
is being given to this? You almost have to answer it 
yourself: to a large degree you go back to the 
practicalities of making rates. You know there is 
constant cost to be recovered, but there it rests. In 
the individual case you would have to ask the mind 

of the suspension board man who approves it or 
disapproves -- to Suspend or not suspend -- or the 
traffic man. 

Q. I don't want to interrupt you, but I thought 
we might re some time here, because I Simply want 
your statement -- and I will try to make it as concise 
aS possible -- whether, on May 30, 1960, Dr. Ford kK. 
Edwards still believes that constant costs of freight 
and passenger services should be grouped together and 
distributed on the basis of ability to pay? is that 


the opinion of yourself on May 30 1960? It was your 
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opinion in February 1943, and I am just wondering 


whether it is Still your opinion? 


A. Well, I cannot make an answer yes or no to 
that, because I have introduced studies where the 
parties -- all they were interested in was a showing 
of the freight service costs. 

| Q. Then, I will refer you to page 3 of a paper 
presented to the Sixth Institute of Industrial 


Transportation and Traffic Management, The American 
University School of Social Sciences and Public Affairs, 
dated January 27, 1954. Your other was 1943, and you 
Say there have been some changes? 


Ase Yes. 


Q. I am now reading from page 3 of that document: 


" 


The long-run rail freight out-of-pocket costs 
in the aggregate, as computed by the Cost Section, 
run to some two-thirds of the rail carriers! total 
revenue requirements, including the going rate 

of return and the passenger and ICL deficits 

when they occur. This leaves about one-third of the 


aggregate revenue requirements from irelgsn, te 


be apportioned as 'burden' on a value-of-service 
basis. | 

The term 'fully distributed cost! signifies 
that the constant or overhead costs of the bie ie 


including the passenger and ICL deficits when 


they occur, have been prorated equally among all 
tons and ton-miles of carload traffic without 
regard to value-of-service elements, and added 


to the out-of-pocket costs of transporting the 


; : a ; s41 | ; . 
ae a vegan a 
A a : iy : | 7 
; ’ oD Me 
Wile ns 
gnitebnon dest me I. bas E#eL usvadet at a 


« % 
s wtee 


Netisse so00° old vd beguemos ac .otsgetays ond nt 


seiscyes scld Yo ataos betidveva fo tastenoo eft Jadz 


“aqaq 6 lo € Bgsq G0 HOY ysetst Lifw I «nad? Oo 


oy bas eer Baw ato. awo¥ .#@OL TS Ytanast betsd 


nanveob asd? to § onsq slot gaioset Wor ms I 2 


‘eos teipod—To-due tigtet? Dias mpagaol eit 


s9)vtse-to-suisy s no ‘dabaud! ea bemotvsoqgs od 


‘o> _ a 


trotarqe woy [Lteevatist ‘sakes 

od of ™@ e0% towede we edam Joanso I os) ary, 
ott sredw setbute Beoubovant sved I causoed edd 
sytrovd & gew at Sodaontodnl etew yods tre <« wetduse 
.atsoo 6sotvise ddgtext eat ‘Yo 


Cabrianbal Yo ssuditent tints odd od besnee std 
nagtvems onT , drremegenaM okvise? brs nottedtoqaaent 
atin offdet bis essasto® L[afoae to Loornoe yiterovinl 


teegnens ange need ever eiodt Ysa 


eet. <A; 


‘eyotityec [lex odd “So. ebtkdd-ows omoe ov aim 
4 

evan sntog ods anibvfonl ,sineme7 rivpeTt eunsyet 

toltem Tht bas segiemeag od2 bas mister To 

heint-ono Jwods esveel sid “.woso yordt neciw 


oj tdstevt? gov? adasmextupes svgevet sdegeTaas 


.atasd 


Liters ‘geo betudiusehd glivt' mred eat 


sesty ad tol Yep JO) boas. segneeesa ot antbyiont 
(ie acoms vilawpe Setavetq assed eved, ,wo:0 Yeas 
guoritiu stTiats baolreo to aelin-aed baa enod 
bepbs base .etnemels ao Lvs -‘To- su BV o3 busget 


oie anttdnoqenaty to adgen Saslgdq-Io-sduo edd oF 


“ ANGUS. STONEHOUSE & CO. LTD. Edwards, cr-ex, 12614 
TORONTO. ONTARIO (Mauro ) 


traffic. The fully distributed cost, as the term 
is here applied to the freight service, represents, 
in effect, a rate-making 'dead center! in that 

Le assumes that each shipment makes the statistical 
average ton and ton-mile eonerhveien to burden 


realized from all carload freight traffic in the 


period studies. As will be later demonstrated, 
nothing moves at fully distributed costs." 

And then, going over to page 4: 

Full cost figures vary, of course, depending 
on how they are constructed. If applied as a 
percentage of the direct costs, a common procedure 


in general cost work, the results will differ 


widely from those based on the net ton and ton- 
mile apportionments. 

And again on page 5: 

Using the fully distributed costs as a yard- 
Stick, it is found that low-grade, volume-moving 


traffic with a relatively elastic demand cust omaril 


moves at paras less than fully distributed costs, 
whereas the higher-valued traffic with a relatively 
inelastic demand moves at rates above this level. 
The hereaneare range in the level of rates by 
commodity classes generally ranged from the low 
fifties up to 200 per cent or over of the fully 
distributed costs." 

And now, on page 6 of the same paper: 

The presence of value-of-service is 
attributable entirely to the presence of constant 


costs in rail or highway operations. The greater 
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1 
2 " the necessity of drawing on value-of-service 
3 or ability to pay as an apportionment factor. 
4 And then further down the page under the 
; heading, "Comment on fully distributed costs" 
What purpose does fully distributed cost 
; serve? This question merits serious consideration 
: as these costs are sometimes referred to by 
8 parties in Speeches, téstimony or briefs without 
9 adequate explanation or qualification; sometimes 
10 the impression is left that this level of cost 
11 is itself a final measure of what a rate or price 
12 ought to be. This, of course, is misleading. 
3 Any reference to fully distributed costs 
Should take into consideration whether the 
. elasticity of transportation demand by the 
- commodity in question is greater or less) than-that 
. of all traffic combined. 
17 The really Significant use of fully ean 
18 costs lies in those types of proceedings where 
19 beieina vert ee total railroad costs are desired by 
20 regions or territories. The Class Rate Investi- 
“1 gation (Docket 28,300) was one illustration. 
Division cases constitute another use.” 
q Those were your opinions on January 27, 1954, 
e and I assume you have no reason to change your opinions 
24 today on the real use of fully distributed cost and 
25 the utilization of it for rate-making purposes? 
26 A, No sir, except the last sentence: 
27 a Division cases constitute another use." 
28 Q. Yes? , 
29 A. I would like to have deleted that sentence 
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because in a recent division case where we found the 
consist of traffic available to the respective carriers 
and the earning potentialities of these types .of 
traffic to vary Widely, that this is not a perfectly 
erie cuaten es as a guide to divisions. I have already 
said that, earlier, in the Florida East Cost Divisions 
case, and I overlooked the problem I faced then and 
commented on when I wrote this. This has been 
cited to me at various times. 

Q.- If you were re-writing this document in 
1960 you would leave out that sentence, from your 
experiences since? 

A. Yes. The substance of this is that rates 
are based on costs plus value of service. 

Q. And the ability to pay? 

ae Well, the ability to pay and value of service 
are the same thing. 

Q. Well, it may or may not be the same thing. 
It may be part of the value of service concept -- 
elasticity in demand might make the basis for a value 


of service; in other words, you might have a commedity 


which is captive to a carrier and, therefore, there 


is no elasticity of demand, and yet that commodity 


Would not be able to pay. You would have ‘one of the 


ingredients that you mentioned, where you have a 
commodity -- the demand factor for a particular type 
of competition media -is elastic, and would move either 


by rail or truck or some other means; that factor would 


come into the value of service, 


MR. SINCLAIR: I must say I am completely 


confused at the economic use of the terminology of 
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learned counsel and where he is applying the elasticitie 
3 to. 
4 MR. MAURO: Perhaps my learned friend is 


confused. 


MR, SINCLAIR: Well, I must understand the 


question, 


THE CHAIRMAN: Well, we will take a short 


recess now. 


--- Short recess. 
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THE CHAIRMAN: Now, have we resolved the 
difficulty of the question? 


MR. MAURO: We resolved it, but we will 


approach it in another manner. 

Q. Dr. Edwards, I am referring now to a 
document, ICC document 31711, an exhibit by Ford K. 
Edwards, fresh vegetables, Arizona, New Mexico, with 
the explanation of traffic Study and cost study pro- 
cedures in fresh vegetables, and under the heading "phe 


Jeaning of Costs", at page 6 this appears: 
ef The term 'costs,' has been employed in not 
one, but two senses of the word. The 
narrower use of the term ‘costs! is applied 
in the 'out-of-pocket! Sense, Len eve. Lie 
avoidable costs. The Cost Section and the 
Commission have so employed these terms. 

In contrast, the term'costs', when applied 
in its broader sense embraces the totality 
of costs. It connotes total revenue re- 
quirements and embraces such considerations 
as adequate return on investment, financial 
integrity, carrier credit and the like. 

It also encompasses questions as to pass- 
enger deficits, sources of funds,. che 
distribution of overhead burden among the 
traffic in issue and other groups of traffic 
handled, the carriers! dependence upon the 
instant traffic, and like considerations. 
These ¢€lements go to the concept of costs, 


or total revenue needs, as contemplated 


iY’ SSEGCVSL SA lof) thet lack. 

this distinction between ‘costs! in the 
narrower sense and ‘costs! in the broadest 
Sense, 1.¢., total revenue needs, was drawn 
by the Commission in its report in the 
Docket 25300 Class Rate Investigation, when 
LG Sele. 


‘Rail costs are fundamentally divisible intc 
two components. First, those expenses which 
vary directly with the traffic handled, and 
hence are directly assignable to particular 
kinds of traffic, i.e., the out-of-pocket or 
variable expenses, and secondly, those expenses 
of a constant or fixed character Which are 
not capable of assignment to partic kin 
of traffic, and which must be borne by the 
various kinds of traffic in proportion to the 
ebility of each to pay.'" 
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TORONTO. ONTARIO (Mauro ) 
1 
2 That is the end of the quotation. 
3 g The first component of the rail expenses, 
4 as defined above,reflects cost in the narrower 
5 sense, As the Commission indicates, this is 
as far as cost finding as such can enone 
6 
I wondered whether it remains your opinion 
7 
today? 
8 i 2 oie = 
A, Yes, as far as it can SO in the narrower 
9 Sense as I have defined it. 
10 Q@. And in the fresh vegetables case you quoted, 
11 with approval, the ICC document 20300 to the effect: 
" -+e-those expenses of a constant or fixed 
1) 
character, which are not capable of assignment 
13 
to particular kinds of traffic, and which 
14 : re oe eee Pr any 5 ee re 
must be borne by the various Kinds of trarhic 
15 in proportion to the ability of each to pay" 
16 
17 
18 Does your statement, Dr. Edwards, at page 7: 
19 The first component of the rail expenses,as 
20 defined abovesreflects cost in the narrower sense. 


As the Commission indicates, this is as far as 
cost finding as such can go." 
This as of 1960 remains your opinion? 

A. Yes; but I don't want to be misinterpreted, 
because, as the Supreme Court said in North Dakota 
versus the Northern Pacific, or vice versa, the total 
cost must be kept in mind, so you cannot be unaware of 
revenue needs when you make a cos* study. So you have 


to evaluate that statement in the light of those 
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definitions of terms. 

Q. But you haven't changed your mind one Dic; 
Dr. Edwards, to the effect that avoidable costs, 
variable costs, out-of-pocket costs, whatever term 
you want to apply to them, is as far as cost finding 
can go, and that constant and fixed costs must be 
distributed in proportion to the ability of the traffic 
to bear? 

A. Yes. It actually involves economic and 
traffic considerations. 

Q. That was your opinion in the fresh vegetable 
case, and then on March -- we brought you up to 1954 
and 1955 -- you remember being cross-examined by 
Mr, Altredge at West Palm Beach in 1958 in what is 
commonly referred to as the Southern Governor's case, 
I am quoting from the volume, 25 pages, 7952 to 7988 
of the examination. There was a question by 
Mr. Albredge: ) 

: Q. Would you in the light of your experience 

in transportation, Dr. Edwards, expect all 

commodities or all groups of traffic to produce 

their fully distributed costs? 

A. f would expect them all to produce in 

proportion to their ability to pay, or st»ted 

another way, giving weight to the effect of the 
rates on the movement of' the traffic, which 

goes back, I think, to Section 15(a)." 

Does that opinion of yours, voiced in March, 
1958, remain your opinion on May 30, 1960? 

A. Yes; and I might add that the through rates 

in grain were found to be close to fuly distributed 


costs. That was a ton and ton-mile apportionment. 
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Q. On page 13 of the January 27, 1954, document, 
is appears: 


4 The major use of full cost figures has 


- 


* 


been in division cases or territorial rate 
proceedings where the general level: of the 
respective total costs of transportation ..." 
A. Pardon me, is this the same speech? : 
Q. Yes, it is-the same Speech. 


A. On page? 


Q 

A. Ye s5> sir, 
Q. "The major use of full cost figures has 
been in division cases or territorial rate 
proceedings where the general level of the 


4. 


respective total costs of cransportation 


service has been in issue. 

From time to time over the past several years 
Suggestions have been made that individual rates 
end rate structures be brought much more into 
line with some full average cost figure; or, 
indeed, based on full costs. . Taken at extreme, 
thie apparent implication here is that the value 


of the service be given much less attention, or 


even ignored. This would move the pricing of 


a | 


services produced under conditions of constant 


costs from any market reality substitutes arbitrary 


4) 


apportionments irrespective of their ef ton 


OQ 


fe 

che traffic flow or on the carriers net revenues. 
Parties advancing these suggestions may have 

been Cbakerncd With what seemed to be unduly 


wide departures from cost standards or from 
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value-of-service criteria. To illustrate, a 
Situation may arise where one agency of trans- 
portation has cut its rates severely to prevent 
further diversion of traffic to another agency 
or to recover traffic already lost. 


Whatever the reason, however, full avera 


ge 
costs are believed to offer but very precarious 
Support for the determination of rates. As a 
matter of relationship it is true that one expects 
to find volume-moving traffic with a elastic demand 
moving at rates below 'fully distributed costes, 
and traffic with a relatively inelastic demand 
bearing rates above this 'dead-center! point. 
But even here the very rise of substantial inter- 
agency competition may promptly change a 
comparatively inelastic demand for a given carrier! 
services into one which now becomes highly elastic. 

The gist of the foregoing is that the fully 
distributed costs are no substitute for a vigorous 
appraisal of the effect of the rates on the move- 
ment of the traffic. The greater the body of 
constant costs or overhead burden present in the 
carriers! operation the more necessary an appraisal 
of the value of the service or the intensity of 
the demand becomes." 
You would today advance that same statement, 

Dr. Edwards, as your position in regard to the use or 

or utility of fully distributed costs for rate-making? 
A. Yes, sir. 


Q. Now, would you refer to page 2758 of the 
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transcript, volume 19. Towards the bottom of the page 
this appears: 

" . dn the cost studies of both railways, the 
Share of the constant costs apportioned to the 
heavy loading grain traffic is based on the pro- 
portion of study traffic variable expenses to 
total freight variable expenses, excluding the 
costs of solelyrelated facilities: that is 
to say, on the method used and later abandoned 
by the cost section of the Interstate Commerce 
Commission." 

Now, aS you are aware, Dr. Edwards, the 
Canadian railways have submitted this cost data and 
cost study and the results of them in Support of a 
new rate on export grain? 

A. yes. 

Q. And does your opinion that the apportionment 
of the constant costs in the grain study are justifiabl 
and therefore the rates being requested are, in fact, 
JUus* and reasonable? 

A. Well,the second part of your sentence bothers 
me when you say "and therefore the rates are just and 
reasonable". No. Do you want me to explain that? 

Q. No. That is what I expected and honed that 
you would say. The simple fact that you are supporting 
the cost study, we should not take that to mean that 
you are making the statement that the rates requested 
are just and reasonable, 

A. I believe the rates requested are just and 
reasonable, but not because they approach this fully 


distributed cost apportionment; it rests on other 
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factors. 

Q. Surely for your purposes and for the purposes 
of this Commission, if those rates are just and 
reasonable, they are just and reasonable bécause of 
the cost data that had been Submitted? 

A, That is a contributing factor, a contri- 
buting element, but you are asking me to undo all 
you have been reading to me, and I have been agreeing 
that traffic considerations when given by Mr. Roberts 
and Mr. Crump haveno element in their analysis of 
the relationship of these proposed rates to the whole 
rate structure of Canadian Paci nic, 

Q. I am interested in the fact that one of 
the cost studies submitted by the railroads in Support 
of this new rate on export grain is only one of the 
contributing factors. What do you think of the idea 
of the railroads that the money, the increases should 
not be borne by the Shipper but by the national 
treasury -- you as a rate-maker? What do you think 
that does in determining ability to pay? Do you have 
any comments on that, Dr. Edwards, where the railways 
have stated in evidence that the farmer should not 
pay any more? 

A. Oh, I think it has a lot to do with the 
ability to pay; it does, indeed. It is a question of 
who pays for this -- the shareholders earning a very 
depressed return or some other group -- to take on this 
broad burden of seeing that this grain moves. 

Q. What does it do to you as a rate-maker -- 
and that is your position here, and you are described 
and properly described as an expert on this rate- 


making, and if you were sitting down, if you were still 
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in the cost section of the Icc, coupled with a demand 
for a specific rate, and you would have to determine 
whether it was a Just and reasonable rate, you would 
assess whether or not the farmer could pay this rate, 
and would you come to the conclusion that fully 
distributed costs, the full costs as suggested by 
the railways, was a Just and reasonable rate? 

A. I would appraise it in the light of the 
appraisal made and I would ask myself the question: 
Will this traffic continue to move under this proposal? 
and I assume it will continue to move because the 
rate is not going to be borne, the increase under 
the proposal, by the Shipper-farmer or by the buyer. 

Q. Would you as a rate-maker take into con- 
sidereeien arate that was going to be, in error, 

a just and reasonable rate, a rate which the shipper 
couldn't pay, but because you had some information 
that perhaps the federal treasury would cover it, 
that it was a just and reasonable rate? 

A. As a rate-maker I would look at all the 
relevant circumstances relating to the rate structure 
and rate relationships which are here pertinent, and 
I would first endeavour to relate these grain rates to 
some proper basis. I think it is improper; ttere is 
a severe economic problem when you endeavour to move 
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So I would look to the proper measures of 
the levels of the rate itself, and then I would come 
back and ask myself this question that you posed: 

"Now, if I put an appropriate rate based on 

rate-making considerations and the increase 

in the rate levels and price levels in the 

last sixty years" 

having arrived at that then I woulda ask myself: 

"What will be the effect on the movement of 

the traffic?" 

If I know, and I am assured under the proposal 
here made, that there will be no effect on the 
movement of the traffic, I would certainly give that 
a vital consideration. 

Even if there were no effect on the movement 
of the traffic, the fact that it is moving at some 
15 to 17 million below out-of-pocket cost would be 
a serious element of consideration. 

Q. Exactly, and I suggest you, Dr. Edwards, 
that if you were the rate-making body in this 
case, you would take those fully distributed costs and 
Say to the railways: 

"Run along home, boys. We are going to give 

you a rate which is above out-of-pocket which 

at this volume of traffic at that revenue, 
considering the ability of this traffic to pay” 
- just as the position you properly took on coal 
costs, just as the facts of the carriage of 
coal in the United States for under full distributed 
costs have evidenced --- that a traffic such as 
grain, moving at something less than fully 
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costs will return a very definite constribution 
to the overhead because of its volume movement. 
A. I certainly would not, Mr. Mauro. 
-Q. I would like to refer you to ICC document 
31-374, This is the cross-examination in 
West Palm Beach, Florida, by Mr. Alldredge, and 


he is questioning you at page 6: 


"You have had something to say about that 
question about further distributed costs 
heretofore,haven't you, Dr. Edwardcs? 

A. .se8 sin, 

Q. I want to read you Something you said 
heretofore. You made -e talk, did you HOG, 

on or about January 1st, 1953 before the 
Fifth Institute of the Industrial Transportation 
Traffic Management...in Washington, D.C. 

A. I presume I did. 

We we 

A. I will take your word for it. i aon" 
remember them all. 

Q. Well, I will read you something you were 
purported to have said. 

A. I will accept that surely, Mr. Alldredge 
Q. On page 7 of the publication which carried 
your talk or speech, you said this under a 
caption head 'The concept of fully distributed 
costs.! 

Now I shall quote: 

‘The so-called fully distributed costs are 
figures which embrace cel the carrier revenue 
requirements, including not only the variable 


expenses but also the constant expenses, the 
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burden laid on the freight traffic by the 
passenger train service deficits, and an 
allowance for a return on the property at 


Some given figure," 


Continuing the quotation: 

"This brings up the interesting philosophical 
question as to how one can apportion constant 
expenses to separate pieces of traffic on a 
cost-of—service basis when by very definition 
the constant costs are are an indivisible 
whole. The answer, of course, is one can't. 
The treatment must be arbitrary and this 


in turn calls for an explanation." 


THE CHAIRMAN: As I understand it, you 
are not influenced in any way by the submission of 
the railways here that the state should make a 
contribution to the cost? 

A. No, I am not passing on whether the State 
Should make a submission. TI am influenced by the 
effect of the rates on the movement of the borg Siege ae 

Q. That is your sole eensideration? 

A. That is - well, it is not the sole 
_ consideration. 

Q. The main. one. 

A. If you say we are entirely inelastic, you 
might come up to two or three times fully distributed 
costs, but you keep them right within the balance 
of broad and established rate relationships as a 
rule, 


Q. That is, the source of the return to 


the carrier is immaterial? 
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1 
2 MR. FRAWLEY: I would certainly make it 
4 clear, I beldeve,. Mr, Chairman, you have asked 
4 a very pertinent question, and I would like to 
. know where Dr, Edwards stands. Is he taking 

into account the fact that because of the inability 

: of the western farmer to pay then the rate 
: Should be where it Should be, or is he paying any 
8 regard whatever to the fact that the Canadian 


Pacific Railway ask the Federal Treasury to pick 
up the difference, I don't think we should leave 
BB I want to make it very clear, 

MR. SINCLAIR: Certainly if we are going to 
argue the case now, this is the time to argue it, 
although this was cross-examination by Mr. Mauro. 

MR. FRAWLEY: Never mind why, that is: 4 


remark addressed to me. 


THE CHAIRMAN: I would like to have that 
answer pretty clear now. 

MR. MAURO: © Q. ) Zowidl put it again because 
it was part of cross-examination and I thought you 
told me you took into consideration when 
assessing full cost increase demanded. by the railways 
the fact that the farmer would not be expected to 


pay them. Did I misinterpret that or misunderstand 


16.2 

hy Nosyyou did not. 

Q. That was taken into consideration in your 
assessment of this rate that the railways were 
requesting? 

A. That the traffic would move freely, whatever 
the reason, at the proposed rate level. 


Q. And that you took that into consideration and 
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the fact that the traffic would continue to move, 
because under the C.P.R. proposal, the railway 
proposal, the money would be provided by the Federal 
Treasury and therefore the traffic would continue 

to move, | 

A, That is right, that is the progedagbee. 

Q. Now, what I read to you concerning this 
Southern Governors case and this interesting 
philosphical question as to the apportionment of 
constant costs, and your statement under obeys 
examination that the fact is that it cannot be 
determined but it must be an arbitrary decision, 
you feel that the arbitrary decision of the Canadian 
Railways in the grain cost study is nonethless 
a just and reasonable decision. 

A. What decision are you talking about here? 

Q. Well, you said in the Southern Governors 
case, you said to Mr, Alldredge -- 

A, What Canadian Pacific Railway decision 
are you taking now? 

Q. You haven't changed your mind that the 
apportionment of constant costs is necessarily an 
arbitrary decision. 

A. You mean the statistical apportionment 
of constant is an arbitrary decision? 

Q. Yes. 

A, wes. 

Q. So that in the study that this Commission 
has before it, you are taking the position that 
the arbitrary statistical apportionment of constant 
costs in that grain study is just and reasonable? 


fy Yes, but not because of the statistical 
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apportionment, 

Q. And do you feel that full costs as 
requested is in fact a Just and reasonable ae in 
this case? 

A, Yes sir, 

Q. I wanted to just put on the record that 
in the United States the contribution of coal is 
54 cents per ton above out-of-pocket, and 
manufactured iron and steel contribute $5.01 above 
out-of-pocket per ton, that is, just about ten 
times the contribution of coal, and yet coal 
contributes $201 million to overhead while iron 
and steel contribute only $167 million to overhead 
Therefore, Dr. Edwards, if you had been the 
rate man -- 

THE CHAIRMAN: Is that a question? Does he 
agree to those figures? 

THE WITNESS: I haven't got the question yet. 

MR. MAURO Q: The chairman was asking vhether 
you agree with my figures. So that there will 
be no question about that I am obtaining those 
figures from the birden study, Dr. Edwards, page 10. 

MR. SINCLAIR: 1957? Issued '59? 

MR. MAURO: Issued '59. Page 10, table 4, 
leading commodities contributing to the transportation 
burden by territorial movements. 

Q. You can read over my shoulder, Dr. Edwards. 

A. I will get the burden study out here if 
we are going to work on it. I will accept your 
figures. 

Qsekt 184 169e¢0 “202. So that the question, 


Dr. Edwards, assuming those figures to be correct, 
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is that if you were the rate-maker in the United 
States when you were setting that rate on eoal, 
allowing only 54 cents per ton above out-of-pocket, 
you- were making a very wise decision, because 

in contributions to overhead coal at that very 

low rate was contributing more than iron and steel 
which, at a rate that returned $5.01 towards 
overhead per ton was going to even contribute 

less. I suggest to you, Dr, Edwards, that 
Similarly in this grain cost study a rate-maker 
could very properly arrive at a rate returning ; 
Saueeaes considerably less than fully distributed 
costs, and due to the volume movement of grain in 
Canada grain would make a far greater contribution 
to revenue, to overhead or burden, than other 
products returning fully distributed and three 
times fully distributed costs. 

Would you agree that a rate could be set on 
grain in Canada which, while not returning fully 
distributed costs, would make a very real 
contribution to the revenue and overhead burden of 
the railways due to the volume movement of the 
commodity? 

A, Well,.-J,. find it. diffictilt to answer. is 
that within the premise that there will be no aid 
by the Dominion government? 

Q. let us consider it in that fashion, that 
there will be no aid, because we are just thinking 
about separate rates. 

A, Then I would say this rate structure, as 
proposed, and after reading the points advanced by 


Mr. Roberts as traffic manager, and Mr. Crump. on 
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revenue need, and the history of rates over the 
last sixty years on other commodities, that it 
seems to be a just and reasonable rate, | 

Now, the question posed to me, that what would 
be the movement of the traffic if there were 
no assistance, I have not contemplated that. 

Q. Would you, as a rate-maker, Dr. Edwards, 
~ I will be very Surprised at anything but one 
answer to this question, but I amd interested in your 
comments on it - would you as a rate-maker, and 
not considering any cort ribution from the federal 
eee would you for one minute have contemplated 
arate of fully distributed costs on grain - 7 
taking out of your mind completely contributions 
from the federal treasury? 

A. Well, my first reaction i8 in the 
Southern Governors case we certainly contemplated 
a fully distributed rate on eaten very heavy 
movement of the lower rated grain products. 

Q. How about in Canada, Dr. Edwards? 

A. Now, I find it difficult to answer that, 
and I have not contemplated. The United States 
takes certain actions to assist the grain farmers, 
enormous actions, with parity arrangements and so 
on, and there the mode of Ee anes of the government 
is quite different than what it is on this side, 
and assisting the wheat farmers, so that that is 
all part of the whole picture here, 

Q. Again I suggest to you, Dr.:.Edwards, that 
if you were the rate-maker you would not treat 
grain in Canada any differently than you treated 


coal in the United States in determining a rate 
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below fully distributed costs, but a rate which 
would move the traffic and make a very real 
contribution to overhead; and that is what you, 
as a very experienced and sound rate-maker would 
in Tact ‘do. I am saying, Dr. Edwards, that 
taking out of your mind this matter of federal 
contribution, that you never would have set a 
rate of fully distributed costs for grain; that 
Without federal contribution, you would have 
come to the conclusion that ability to pay and 
traffic movement on something less than fully 
distributed, would be a fair contribution to 
revenue? 
A, Well, let us put it this way. I- did 
consider the federal contribution, and within 
the framework of that contribution I gave most 
to the question of potential effect on the 
movement of traffic and I would always do that. 
Now, if there were no federal | 
contributions in that form, there might be federal 
contribution through assistances in other forms, 
I don't know. | 
But to answer your question directly, 
if the setting were entirely different, why, we 
would look at the effect of the rates on the 
movement of the traffic. 
Q. Then I will put one final question on it. 
If the American government would subsidize the 
coal rates, would you recommend fully distributed 


costs on coal? 
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A. I would suggest that coal rates be 
brought, in harmony with the proposed rate increases, 
whatever those might be, 

Q. Are you Suggesting that they are not 
proper increases? 

A, You are Suggesting that if the United 
States said tomorrow, "We will pay all the coal rates, 
we are interested in the Survival of some of these 
roads that are having a very difficult time at the 
present time" -- whatever the background may be, , , 

Q. Is the Pocahontas road having a difficult 
time? 

A, You speak of the Pocahontas road, “nere 
are roads besides the Pocahontas road, 

Q. Fine, Then, Dr. Edwards, with coal 
making this fantastic contribution of $261 million to 
overhead, if the government came out and said "we will 
Subsidize the movement of coal," would you recommend 
that coal share the fully distributed cost? 

A, I didn't say that. I said if the 
government found it essential and if coal were moving 
at the rates of sixty years ago. They are not doing 
that, 

Q. You and I both agreed on what coal was 
doing, and we both agreed that necessity comes into the 
consideration, You come before this Commission making 
recommendations for a just and reasonable rate, and 
the fact that the Dominion Government would be asked to 


make up this difference, and I am trying tobring it into 
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your experience in the United States » because you 
said that government participation was different in 
Canada than in the United States, I am trying to nail 
you down as to the basis for a Just and reasonable rate, 

in’ the light “of ‘the very real contribution coal 
is making without payirg fully distributed costs, would 
you, if the United States government said "We will 
subsidize the movement of coal," therefore recommends | 
a rate based on the fully distributed cost of coal? 

A, I can't answer that question; that is 
beyond me, 

Q. Then, I want on this same matter of 
fully distributed cost again to refer to the examination 


at West Palm Beach by Alldredge, In volume 25 -- I have 


given you this quotation -- I have referred to it a 
couple of times -- from their January 1953 paper and 
the paper of January 27, 1954; 
"Discussing this subject under the 

caption ‘Comment on fully distributed 

costs,' you are reported to have said this, 

and I quote: ‘What purpose does the fully 

distributed cost serve? This question 


merits serious consideration, as these costs 


are something referred to by parties in 
Speeches, testimony or brief without adequate 
explanation or qualification, Sometimes the 
impression is left that this level of cost 

is itself a final measure of what a rate or 


price ‘ought to ‘be’. 
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“ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12638 
TORONTO. ONTARIO (Mauro ) 

"This, of course, is misleading, Your 
effort to fully distribute costs Should take 
into consideration whether the elasticity of 
transportation demands of the commodity -in 
question is greater or less than all traffic 
combined, 

'The really significant use of fully 
distributed costs lies in those types of 
proceedings where comparative total railroad 
costs are designed by regions or territories, 

The class rate investigation, Docket 28300, 

was one illustration, Division cases 

constitute another use ,.. ,!" 

which you and I have already discussed, 
Then,Dr.Alldredge asked you this question, 

Dr. Edwards: 

"Have you changed your mind in this case 


about your previous ideas on this question?" 


Your answer was: 


"Well, 7 have said a zreat deal and testifies 
a creat deal since I stated that, and my 
qualification -= my qualifying of the use of 
fully distributed costs on a unit basis I 
think would be the same today as it was then, 
It has a limited utility for rate making .. ." 
MR. SINCLAIR: It is difficulty to keep 

all that in mind. 


MR. MAURO: I read more than was necessary. 


Dr. Edwards and I have discussed this quctation. I 


eiat bivote atsoo edudtiseld > ete? of sorte, 
| to ytlotidnels end yedtedw nobtersbtencs, osmb OV 
| ai yttbommoo ond To sbranen nott ssxoqenend 
| ottterd iis mest sacl 10 cota ak noldasiip 
, | } . ~boerlonos 
giiv? to eau dnsotttagte yliser ent! - 

‘to asad gaond at soit ataon betuditgatd 
beorltss [edged evisaraqmos sienw nsihbie bare 
_setrotiages 20 emotgen yd bengiash ets eveoo 
QOFYS tedood ,solfvegiveovat esa seaio ont 


4 fe 


e2oako notetvid ,noiveiveul it eno asw 


"1, » + Seu sengons sJusivanos 
2 abs nauoath ybseris ayad i bas VO abate | 
Molseacup alas voy Hanes onbss theta. “0, aeaT 
| | . sabisewbs 40 
seso elit at boim iwo8y bestacs yoy, eva" 
. "Cnottesup aird no seshh esolyerg tyoy cu0ds 
:aaw YOwans WoT 
S3eed Ona [ssh 389" £ bisa. “att y’ ALS, 
un Doe vans beveta 1, santas baad Jsao1D 4 
sey eft to anivilisep yo <--« aoltsofitisup 
i etesd tim ¢ m6 ateos bedwdiwdeth yi fe 
190d enw dL ee Vebod omee ond od Sivow Sate 
. wrtteanm star tot ysthiidy beslakl a asi Z#T 
ags4 ot gainolTilb af tl s AT ALOMES » 
| | »batm ot deed oe 
.WS289950 asw asne arom bsew I :O7U4M AM . 


1otistoup eafdt begabloeth eved I boa efaswoa 


“ANGUS, STONEHOUSE & Co. LTD, Edwards, cr-ex 12639 
TORONTO. ONTARIO (Mauro ) 

1 

just wanted to put in the quotation, 
; MR. SINCLAIR: It might help the witness if he 
; got to the context and followed it, 
: MR, MAURO: Q@. You remember the Southern 
: Governor's case, Dr, Edwards? 
6 

A. Lees 
7 
Q. Mr. Alldredge's +ross-examination of 

j you in that case? ‘t 
: Hp I remember being in West Palm Beach} 
E Q. How could anyone forget? 
: A, The hearing is a little hazy! 
* Q. Do you remember when he quoted to you 
- the quotation that I have referred to once or twice and 
5 then said, "Have you changed your mind in this case about 
‘ your previous ideas on this question?" And you 
e answered "Well, I have said a great deal and testified 
i a great deal since I stated that, and my qualifications 
, ~- my qualifying of the use of fully distributed costs 
5p on a@ unit basis I think would be the same today as it 
1 | wAS then, It has a limited utility for rate saat Ae 
99 Certainly you are not bound by what you saic 
bs in West Palm Beach in Ottawa. Do you agree that ful’. 
24 distributed costs have very limited utility for rate 
25 making? : 
2% es Well, I always considered that they had 
97 some utility, because we certainly put them in for the 
9g|| Purpose of indicating how grain was doing in relation 


99| %© other traffic in contributing towards the revenue needs. 
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5 ANGUS, STONEHOUSE & co. " é = 
TORONTO, ONTARIO i=  Cinanes vi ex 12640 


Where you have, as we had there, grain as a 
major product in these days of larger need, in that 
case all the principal grain roads of the west -- there 
have even been proposals -- it is always interesting 
to look at the totality of the cost involved, because 
whenever you study the major commodity it has obviously 
got to have a bearing on the situation of the total 
revenue needs of the carriers, 

In that case it was my Suggestion -- and 
concurred in by the carriers -- that we make a showing 
of the relationship of the grain rate to the total 
requirements of the roads of the west; and that is the 
purpose of the fully distributed costs; and it comes 
up in the case of parties who say: "Well, here are the 
out-of-pocket costs, Where are the other costs?" 

One of the reasons I have laboured as hard 
as I have on the subject of interpreting the fully 
developed costs is that one of the first studies that 
came from the ICC on grain was taken by a great 
many persons who said: "Now, we have no problem on 
rate making. Here are the full costs. You don't 
need your costs of the value of service." I was 
immediately thrown on the defensive by the efforts of 
& great many parties to use them as a guide, 

Three or four years ago even the Presidential 
Advisory Committee on Transportation came out with a 
statement -- with the proposal -- that the ICC should 
have no authority to set rates below fully distributed 
costs, which is an astonishing thing and got nowhere; 


but at least it offered this proposal, 
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“ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12641 
TORONTO. ONTARIO (Mauro ) 
THE CHAIRMAN: In your view can you dis- 
regard the value of service in any rate? 

THE WITNESS: No, 

MR. MAURO: Q. You are not for one moment 
changing your mind from what you have already said; 
which has been a constant position you have taken from 
1943 and 28300 right down to the Southern Government 
case in 1958, that for rate making purposes fully 
distributed costs are an interesting statistic but. 
have limited utility for rate making since they do not 
take into consideration value of service? 

A. That is right; but somehow I find myself 
putting them in because some party wants to look at them. 
If you leave them out you are accused of withholding 
something; so we go through this expression, But it 
serves a useful purpose in relating, on some basis, 
to parties who are looking towards giving some recog- 
nition to the totality of the revenue requirements and 
constant costs -- they are useful in reducing them in 
some way to something that the mind can grasp -- either 
the percentage basis or the ton and ton mile basis; 
but then you are asked to qualify these figures on the 
basis you have read to me, 

Q. And later on in this examination by 
Aldrich he asked you this question: 

"Dr. Edwards, will you agree with me 
in this statement that it is the interplay 
of economic forces which actually distributes 


the overhead burden of transportation costs 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, Cr-ex 12642 


TORONTO, ONTARIO (Mauro) 
1 

among the different groups of traffic?" 
: And your answer was: 
3 

"Yes, fsir." 
4 

You have no reagon to say anything -different 

: before this Commission now, Dr. Edwards? You do 
: believe very firmly that in the final analysis it is 
: the "interplay of economic forces which actually 
: distributes the overhead burden of transportation costs 
4 among the different groups of traffic"? 
‘4 A, Yes, that is a very broad term; but within 
: that there are encompassing considerations of all which 
- Share the whole rate structure and rate relationship, 
- Q. Would you look at page 2659 of volume 19 
a -- right at the bottom of the page: 
46 "As stated earlier, the development of 
7 empty car miles charged to the study traffic 
18 excluded empty car mileage on cars used in moving 
19 western grain crop to export positions where 
20 this mileage occurs east of the lakehead. 
1 In this way there has been an understatement 
29 of the empty car miles that could have been 


charged to the study traffic. In my 


opinion the method used to develop empty car 


miles and gross ton miles -- empty for the 
study traffic is conservative, The tests 
applied validate the samples used and checks 
made show that the work was carried out ina 
proper manner," 


I wonder if you could tell us what would have been the 
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“ ANGUS. STONEHOUSE & Co. LTD. Edwards, cr-ex 12643 


TORONTO. ONTARIO (Mauro ) 
1 
result if post empty movement had been used instead 
: of prior empty movement? 
: A. I don't know. 
: Q. Would you have expected, from-your long 
: experience in costing, that the post empty movement 
‘ would result in less empty car days chargeable to the 
; Study traffic than the method utilized by the Canadian 
: railways? 
A. No. Most of the studies that I have 
A made in tracing have been Similar to the basis used 
here, 
12 
2 Q. You use prior empty movement? 
a, A. Prior empty movement when a car was on 
- its way to its loads and was, in fact, assigned, having 
16 in mind its utilization in a given area or loaded 
7| movement. 
18 Q. Did you use prior empty movement in 
19 Document 31503, the Mountain Pacific case? 
20 Ay Well, I was thinking of the Grain case -- 
91 the one you have just cited, 
22 Q. What about the grain study case-- 
which is a particular type of case which we will discuss 
a little later on? What about the Mountain-Pacific 


Case, Exhibit 315 of 315-3? 

You were discussing this matter yesterdau -- 
the method used -- and this appears at page 44 of 
that exhibit: 

"The alternative to the cost method 


followed in the Mountain-Pacific roads' study 
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“ ANGUS. STONEHOUSE & CO. LTD. Edwards, cr-ex 12644 


(Mauro ) 
1 
(iweyy associating all of the loaded refrigerator 
: car miles involved with the shipment of mis- 
céllaneous merchandise westbound) is to charge 
the car miles against the eastbound perishable 

: traffic, 

6 

; "This follows from the fact that if the 

s westbound merchandise had not been loaded in 
these refrigerator cars, the empty return movement 
is chargeable to perishable traffic would have been 
1" greater. The procedure used, however, follows 
12 the actual handling of the traffic, as well as 

13 reflecting the manner in which the statistics 

14 are reported to the Interstate Commerce Commis - 

15 sion, It is believed to be the most appropriate 
16 basis for assigning costs to the individual 

17 traffic, The two methods of charging empty car 
18 miles are not offsetting on their effect on 

19 costs. This is partly because of the failure 

20 of Witnesses Carpenter and Haywood to recognize 

11 the extra switching, station and platform handling 
2 costs involved in transloading. Furthe-more, 

23 the failure to trace the cars in situations such 
24 as the foregoing means that an unduly low 
25 empty return is charged to perishables without 
26 any corresponding recognition of the added 
oy loaded car miles used by westbound transcontinen- 
28 tal traffic. 

19 


0 (Page 12646 follows ) 


a ah _ : ou 


cin to tdemgtia odd att beviovnt settn 69. 
waraio of at (hewodsaew celbascowem avoensif{[ss 
efvarstaeq bawodsams edt tentsgs cotter «eo osid 

JobTtatd 
aid 3 dead doa) ont ‘mon? awoffe? sfat™>” 

ai Somsol need Som bars oalbaaovem bawodsaaw 

ame vow ayotenr vigae 6c e180 rots Tay irties eesid 
“wood sver bivow oti ten eldsdaiteq oF eideesrsdo 
swotfol .tevewod .Seeu etvhecotg ont .T8T 29% 
ss (few as ,ol?iase eft Yo gakibned Laugos ong 
asivetiste oct cotdw nt renee eng aikseat sae 

“ Latmo 5 é semme saterotal end oF. Dedroger O18 
fetiqotoga yada eat sd ed bevekisd ef 31 snole 
fechtytbat sit of evaoo natdgiaes Sol efead 

“eo YJons aitgianc ‘io shodiem oye SrT .ofttardt 
no goolts wherid so gabvvertio Jom ors aettm 


Titel Sit to esvaded ybdieg ef eld? ". esses 


erty unthsolenaid ni Devlovyalesacs 
ottauthes af aveo ont Soars oF OTUEEST ond 


ol ufybou ae Jsd¢ ensem gntoye10T Sag ss 

Hid. se@ldanelzteq of Bbeptsis al ninss1 yoque 
e@hbs scot To not dhagege4 srhndsaleaete oie 

t jnoventeat bawodis ssw “y nsew vee bsbsol 
,ofttais Lav 


i" pre 


( awolfiet anaeir 9987) 


5 _ 7 
“od \ 


soustsgirien babsol edt Io fis gnivatooses ees2}-' aS 


cm 


- 


“ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12646 
TORONTO, ONTARIO (Mauro ) 
Now, I would also want to refer to --- 

A. Let me say that it was not a problem of 
empty return. That was a problem of the basis of count 
of transloaded cars at such places as Kansas. City. The 
Sante Fe and UPE,and certainly railroads having stop- 
off cars bound for two or three destinations in 
California, instead of sending it west through Kansas 
City loaded, paralleled and going to three destinations, 
and that boxcar of 30 tons -- ten tons each -- going 
to three different California cities, followed the 
pradtice of taking the empty reefers and transloading 
that load out of the boxcar at Kansas City into the 


three reefers, and sending the three reefers to Califor- 


nia, where they were going, anyway. That, of course, 
reduced our allowance on the net divisions case on the 
Mountain Pacific roads for empty return, but what was 
provoking among other things, was that other parties 
did not want to allow for the cost of the transloading 
which was offset by the reduction in the empties, and 
that didn't have anything to do with the prior or after 
empty return movements. As.I- recall that problem,it 
was a transloading problem and how you count tne loads 
and the empties. 

Q. You state that this follows from the fact 


that if the westbound merchandise had not been loaded 


in these railway cars, the empty return movement 
chargeable to perishable traffic would have been 
greater. So, you certainly are contemplating empty 


return movements in the amount chargeable to perishable 
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traffic? 

A. That was on the entire movement, Those 
cars were traced loads from California to the desti- 
nation in New York City, and they were in that ser- 
vice, and the empty return ratios movement covered 
the entirety of the operation, As far as you are 
concerned on that, these empties were headed westbound 
to pick up another load to take to New York City. 

Q. Were you charging them post empty move - 

ment or prior empty movement? 

A. We took the empty movement on those as 
experienced by our transcontinental lines. They went, 
say, with a load of lettuce to break it off at Kansas 
City, and they broke it off there and headed west. 

You can call it what you like. I suppose it would 
be a prior empty movement. 

Q. Well, what do you mean by "empty return 
movement"? 

A, I mean the empty return movement that 
can be associated with the load involved. 

Q. If the perishable goes from California 
to New York City and comes back empty, what dc you chargé 
that movement? What is the empty movement -- do you 
charge it with the movement of the car originating in 
New York and moving to California and picking up a load 
and going to New York and coming back empty, or is it 
the post or prior movement you are charging against 


that shipment from California? 


As You we taking a car from California to 


eeon? dvemevem ertene sat do'sew gant VA 
-tdneb eft OF Bintottisd) moc? absof beost? Sxow 8TH 
98 teed ot evew godt bae , ysl HOY wen wt nolten 
beysvos gnanrevem aolsan mindset yiqme end bis Ysotv 

345 ov es “FST BA dolssxego afd Io ywerltIne Ong 
brvodtasw Esheed Srow aottgms sees  Jantd no benmrieones 


.yolo ao’ wet og Bwad oF Baol verntons qu adetg of 


-gyon vious feoq medd anitnishia Ney stsW eo 


cJaemevom ylgme soltg “oO Jaem 


an veasd ne goemevom yoqns She Moos sv A 


iasw yoiiT aentl Ladnentevesanart woe yd beorsicegxs 
BLES y Tie 


Jt xseid of sau@gol Yo Bsol a itiw . yee 


a 


_tasw bebsen one ovens Tie FE sHosd yent fae <ywro 


Hivow ci saogqua I oll voy tadw JD Liso neo wox 


saomevem y tame notrg & od 


mMysr y )" vd uesm Hoy 06 taedw ,CIsw 7) 
?drremevem 

farid Thoneven user yrqne ery neem T oA 
.b8vioval beet sdé¢ citw bos stoones od So 

Siar y ) m04 30m efdsnhetis¢q sar "TT 9 
S voy oP tadw eedqme deed semen bee Yero AasyY went ov 
Dh ISO V Oni Gas oft ai Jedw fIasmevom Paty 


anizvsaigino sso 8nd to gnamevem ony dtiw 22 esters 

qu gntiviotq bos sintetiled of gatvom bea by wail 

rt v2 ,yvqwe Nosd aatmeo bie NeOY wet of sates GAs 
Janises galwussio sus uo inemevom tol1g to gegQ ong 
Cgioroill[s) mort dnomaisa tard 


it elitroTh([ad mort 185 @ ethlsd om not 9A q 


“ ANGUS, STONEHOUSE & CO. LTD. Edwards, ecr-ex 12648 


TORONTO, ONTARIO (Mauro ) 
1 
New York loaded, and how we charge the empty back? 
: Well, that was costed by territories: the empty 
: relationships experienced over the eastern roads, the 
: midwestern roads and the transcontinental roads. 
: Q. Would that be a post empty movement or 
: prior empty movement? 
A, Well, as far as the transcontinental 
roads are concerned, it was headed back to get another 
load. 
10 
ir Q. And that would be post? 
is A. Well, it was prior to, 
‘8 Q. It is heading back? 
te A. You come up with the same answer either 
1s way, don't you, in that situation? Ir we transloaded 
” these cars, as I recall -- and this is two or three 
7 years ago -- we transloaded those cars at Kansas City, 
18 then they became loaded cars and we didn't get any 
19 credit for any empty movement. The roads eastward 
20 get the credit for the empty against their load, 
21 
22 ---Luncheon adjournment. 
23 
«24 
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TORONTO. ONTARIO (Mauro) 

1 On resuming at 2:00 p.m. 

- THE CHAIRMAN: Order, please. Mr. Mauro? 

3 MR. MAURO Q: Dr. Edwards, just before 

4 carrying on with our discussion, you and Te euckea 

5 upon this matter of treatment of cost and cost 

“ of passenger and freight in Canada and the United 

, States, and you mentioned that in the United 

3 States the passenger services were perhaps more 

5 important and in Canada more incremental, and I 
have drawn off some figures over the noon recess 

which I will put on the record as to class I 

MH United States railroads, and I obtained figures 

Le from a publication, Association of Western Railways, 

13 Railroad Facts, 1959 edition, statistics for 1958, 

14 and the percentage of revenues from passenger 

15 as compared to freight Awe passenger total revenues 

F is.7.72 per cent, and according to the C.P.R. 
annual report, the passenger revenues as a 

4 percentage of passenger-freight is 8.25 per cent,- 

18 


and according to the Canadian National Railway 
annual report, passenger revenues are 7.81 per 
cent of revenues. 

We were discussing at the break this 
matter of post or prior empty car movement, and 
iI“had referred to Exhibit 315, your exhibit 315 
in the decket 31503. I would also like to 
refer to your exhibit 710 in 31874 of the 


im 4 A] 
Southern Governors case, and page 6 of that 


exhibit you are discussing the methods used. 
"The present cost study on the grain and grain 
products movements from the west to the south] tool 
into account the following adjustments to Rai 


Form A averages:- 
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ANGUS, STONEHOUSE & Co, LTD. 


TORONTO, ONTARIO Edwards, cr-@x. 12650 
(Mauro) 
1 ip The separation of Rail Form A unit costs 


by territories - western district, eastern distridt 
and southern region. (The Gerri torial boundaries 
observed by carriers and gateways is described 
herein below). 

Es The separation of the actual route mileages 
by individual parcels in the western district as 
follows: 

(a) Through train vs. way train in each territory. 
In the eastern and Southern districts, the 
territorial average way train mileages were appli 
per shipment originated or terminated based on th 
cost section statement No. 1-57, p.6. A direct 
assignment was made in the west. 

(b) Country origin branch line miles vs. all other 
miles. The country origin branch line miles 
were further broken down between the solely related 
miles and the non-solely related miles, 

ae The separation by type of car (boxcar costs 
applied) and by weight of load by commodities. 

4. The application of actual empty return ratios 
for box cars in grain loading, from country 
origin in the west to first transit point in the 
west (or to territorial boundary if first transit 
point was in the east or south). The applicable 
territorial average boxcar empty return ratios 


° - ° = YW 
were applied to the remaining mileages. 
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Now, I understand that the very structure 
of the Pat readin’ in the United States to the 
territorial lines ig different, but I noted here 
you applied empty return ratios from country origin 
in the west to first transit point in the west, and 
I wondered whether this was a method or a comparable 
method utilized by Canadian railroads in computing 
their empty car miles ratios in Canada, or do the 
methods compare at all? 

A. Well, both involved the prior empty tracing, 
and our problem was that in order to get the point 
of interchange you are quite liable to lose the 
car to a line where you had no records of their 
movement. 

Q. From your word with Mr. Stenason and Nr. 
Bandeen on this matter, on empty car movements was 
any allowance made in the grain study which the 
railways have submitted to the commission for the 
fact that grain moving to British Columbia provides 
for the return of empty car movements from the 
west coast. 

A, Well, they put the empty return ratios 


wherever they found them, and there is some re loading; 
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I think some possibly 30 per cent of the cars made 
emoty with grain at Vancouver are reloaded at. 
Vancouver, and the remaining 70 per cent iepodt 
for loads. Some of them depart to end up with 
another grain loading at Fort William; i think 
about 16 per cent is the extent to which they are 
reloaded, and that is recognized, 

Q. Por example, if a car passes Fort William 
or Armstrong empty, from the moment, as I understand 
it, it passes Fort William or Armstrong the empty 
movement is allocated to grain. This is westbound. 
Is that correct? 

A. Yes, if it was on its way to pick up 
a load of grain in the study. 

Q. Say it goes to Calgary and it picks up a 
load of grain and then goes to Vancouver and it 
empties it at Vancouver and takes on a load of lumber 
or fruit and vegetables and starts back, what 
proportion of the empty car movement from Fort 
William to Calgary is allocated to fruit and 
vegetables or to lumber? As I understand it, none 
of it is allocated to lumber. 

A. No, in that case there would be none 
allocated. 

COMMISSIONER GOBEIL: Dr. Edwards, Mr. Mauro 

asked you - his questttion was, I think, that as 
soon aS an empty car passed Fort William it is 
allocated to grain, and you said it was allocated 
to grain inasmuch as it was going to be used to 
get some grain. 

THE WITNESS; Yes. 

COMMISSIONER GOBEIL: Then it is not all empty 
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cars. 
THE WITNESS: No. The tracing of the empties 
started with the outbound load of grain Bonet 
country elevator, grain moving at statutory rates. 
Those cars were sampled, so any car we speak of 
Was a car that was actually used in the study to 
handle grain. Now, some of those cars - Iidon't 
know; they can check me - some eight per cent or 
ten per cent or so may have come from eastern 
Canada; if they came from Armstrong they probably 
came from eastern Canada, and we took only the 
mileage from Armstrong or Fort William. But to 
answer your point, we only put up the cars that 
were loaded with grain, and of the 100 per cent: 
that were loaded out, let's Say eight per cent 
or ten per cent came from Toronto or Montreal, we 
only counted empties from that point; others 
came from Fort William, others came from Calgary, 
Saskatoon, Regina, and some came back from 
Vancouver. Where they came from is all spelled 
out in one - well, we can tell you where these 
empties all came from. 
COMMISSIONER BALCH: Might I ask a question, 
Mr. Mauro, to qualify it in my mind? 

We will suppose, Mr. Edwards, that you 
have some empty cars leaving Toronto and they are 
going west, when they arrive at Armstrong and Fort 
William, if they are loaded with grain at Calgary 
you charge them up as empties going to the grain? 

THE WITNESS: Yes. 
COMMISSIONER BALCH: Supposing they pass 


through Calgary and went on and loaded lumber, you 
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Edwards, cr-ex. 12653 


(Mauro ) 
1 
2 wouldn't count them as empties? 
3 THE WITNESS : No. In tracing these cars we 
4 Started at the country elevator with a car reades 
5 with grain and then we looked back and Saw where 
6 it came from. 
¥ MR. MAURO Q: That is exactly the point I mae 
trying to bring out in this illustration. The 
: car leaves Fort William empty and it goes to Calgary 
: and picks up grain: you charge all of the prior 
10 empty movement from Fort William to Calgary 
il against grain? 
12 A. If we had - I am informed we had a 
13 negligible movement of empties from Fort William 
14 to Calgary, as Alberta receives the bulk of these 
be cars from British Columbia. 
Q. Take one from British Columbia to Calgary. 
4 It goes empty ae Calgary and picks up a load of 
17 


grain at Calgary. The prior empty movement of 
that car is charged to grain? 

A, yess 

Q. And then it takes itsgrain to Vancouver 
and picks up a load of lumber and starts east with 
at ae What empty movement is charged to lumber? 

r There is no empty movement charged to 
lumber on that specific movement if it is reloaded. 

Q. If there wasn't the grain movement there 
would have to be an additional charge affixed to 
either the import commodities coming in by water 
to Vancouver and needing boxcars, lumber and 


fruit and vegetables, which would need boxcars 


: » 
from eastern Canada in order to convey their 


: 


products back into the market in eastern Canada. z 
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“ ANGUS. STONEHOUSE & Co. LTD. Edwards, cr-ex, 12654 
TORONTO, ONTARIO (Mauro) 


asked Mr. Stenason whether they moved the boxcars 
out to Vancouver by boat and then filled the boxcars 
at Vancouver, and I think it was accepted that that 
wasn't feasible. So we assume that they have 

Go get out there, that an awful lot of them carry 
grain, and I suggest that if you charge grain with 
the ata empty movement there should be some 
allowance made for the fact that the movement of 
grain permits you to have the Supply of empty 
boxears at Vancouver for movement of British Edita 1a 
commodities to the central Canadian markets? 

A. Well, there are a great many boxcars, I 
think 20,000 or 30,000 in 1958, which moved out 
of Vancouver eastbound which had no toasty, 

Q. You also had many cars that picked up 
something? 

A. Yes. There is a problem of having the 
cars you want at the time and in the place you want. 

Q. So that management has to work with the 
demands of its Shippers, and some of these costs 
are costs created by management decision, problems 
of the railways? | 

A. They are problens of operating the railroad 
in getting the most efficient use of their 
equipment. 

Q. A boxcar leaves Winnipeg loaded for 
movement to Halifax, passes the Armstrong and Fort 
William cutoff point and is moving not under the 
Crow rates but is going to move into Halifax with 
grain for export, and it picks up goods that 
have been brought in by boat into the ports of 


Halifax and Saint John for shipment to the central 


| 
. 
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Canadian markets. Are these exported or imported 
goods. charged with any of this empty car movement 
that would otherwise be chargeable to them if 
there wasn't the movement of grain into Halifax and 
Saint John? 
A. Well, let me see if I understand your 
question. Maybe you had better repeat 16. GE 
was trying to follow you. 
Q. A car goes empty to Winnipeg and picks up 
a load of grain, moves all the way back to Halifax 
with grain. The empty car movement from the time 
it left Armstrong and Fort William to pick up 
the grain is allocated to grain; is that correct? 
A. Well, if this is non-statutory grain it 


wouldn't be allocated to grain. 


pediogut to hetqogre: errs par ixeoual ‘astbens 
‘ saomevom eo Yee elds to uns ridiw begrado. aboog. 
2: meri? of efdesegisds od seiwiendto Sivow dady 


pus xehtlek otat ahem to tetemevon odd J naew gmat 


Minot salea 
“uoy Steversbaw I It. oe em tol .ifsw VA 
{I .dF ¢seger todtod han HOY adyaM .MolJeovp 
Koy wollot of. gard BSW 
qu edote Bas gegtankw ot ytqas asog 69 -A oO , 
“s'LiLeEH ot olosd yew ov [Le e@ovont LS to bsof s 
eutd odd moat drostavon 180 ytqne sf? diate dviw 
oy aot od MmeLit iW 10% bee gdontamsA. $toL ai 
Sjostses tant at :abeg oF betasolia st atsig edd 
ti atevy yrolviste-noe al eina Tf (flew A 


.@ierg 0% bevsoolls od t' ablucw 


a f 


“ANGUS, STONEHOUSE & Co. LTO. Edwards, cr-ex 1385? 
TORONTO. ONTARIO (Mauro ) 


Q. Now, between Winnipeg and Fort William it 
is statutory? 

A. That is right. 

Q. Statutory rates apply? Once it goes to 
Fort William or Armstrong it is on the charitable 
nature of the C.P.R. or C.N.R. that they carry them 
at these low rates? 

A's I did not get your statement. 

Q. But it charges to grain an empty move- 
ment from Winnipeg to Fort William to pick up a load of 
grain; is that correct? 

A. That is right. 

Q. And then that boxcar moves all the way 
back to Halifax, gets its load of grain and picks up 
a load of any commodity exported from Europe for 
delivery to Toronto and Montreal, None of the empty 


movement is chargeable to the imported commodity that 


is picked up at Saint John or Halifax? 

Ay Well, there is a heavy movement of 
freight train cars empty from eastern Canada out to 
Armstrong. It is not included in the study and must 
be charged to something that is going east, and that 
would get a share of it. 

Q. What is it charged to, Dr. Edwards? 

A. If we were making a study east, making 
a charge to the traffic, we were costing out, if we 
were costing ou. ther traffic in the east, 

Q. But it is not prior to any movement 


so I am interested in knowing what you would charge it 


to? 
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A. You are speaking of illustrations here 
that are extreme, You are taking cars that are re- 
loaded, almost all of these cars are not reloaded, 

SO you are taking illustrations where there are no 
subsequent movements, I think these things will 
average out. 

Q. Well, it would be interesting, then, 

Dr. Edwards, if you have any information, to let us have 
the number of cars moving westbound, out of Saint 

John and Halifax unloaded, number of cars moving 
eastbound out of Vancouver unloaded; and we will com- 
pare those with the movement of grain into those ports 
and see whether there has been any kind of allowance 
made for the fact that grain provides empty cars at 
export points to bring back loads of traffic. 

COMMISSIONER BALCH; I am thinking of the 
practical side, They usually order so many grain 
ears. Now, for instance, they might want at Calgary, 
they might take up twenty or thirty empty grain cars 
to load east. Now, I can recognize the problem, you 
need those empty cars. Supposing the car goes empty 
from Armstrong and it was not intended to be grain in 
the first place: just the fact that it got to Calgary 
and it was fit for grain, so they loaded grain, 

MR. MAURO: That is right. 

COMMISSIONER BALCH: There is a different 
angle again, I think, where they have about twenty cars 


and where the car just goes --- 


MR. MAURO: That is my point, exactly, Mr. 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, er-ex 1265 


TORONTO. ONTARIO 


(Mauro ) 
1 
: Commissioner, If these cars coming right to Moncton, 
: New Brunswick, empty as soon as they pass Fort 
mi William or Armstrong chargeable to grain, if they 
p Subsequently load grain, on the movement from Moncton 
. to Fort William who was charged with that prior empty 
; movement? Would you refer to page 2674; 
3 "What about the milling in transit switch? 
"A, On the grain milled in transit, the switch 
a movements of the inbound grain and the 
rr Outbound grain products were followed to 
12 and from the individual elevators involved 
13 at milling points. 
iA "The comprehensive switching studies 
15 provided the switch engine minutes applicable 
16 to each element or group of elements of 
17 switching service performed on the cars of 
18 grain or grain products at every terminal 
19 * throughout western Canada, From the count 
20 of terminal car handlings the total engine 
21 minutes of work performed on the grain and 
22 grain products cars were readily ard accurate- 
23 ly determined by multiplying the ears so 


nandled at each terminal by the appropriate 
minutes for the work performed by each 
element of switching service required by the 
study traffic." 
Dr. Edwards, has the present study in your opinion 
properly reflected the shorter switching time brought 


about by larger cuts of grain cars? 
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A. I cannot answer that question. I am 
familiar with the article in the Rallway Age. In “all 
the experience I have had in Switching I have never run 
Gost "by telaevor «cut. 

I think it is something entirely new. Whether it 
effects economies or not as indicated, I could not tell 
you, 

Q. So you have no opinion on Wright's 
formula as to whether or not it is an accurate aia lysis 
of reduced costs by increased cuts in boxcars? 

As No", sir. 

Q. And Meyer's statement at page 313 of 
the now almost public text in this court room, where 
ne states; 

"Apparently the number of cars does not 

influence the amount of time consumed in 
switching yard operation; the coefficient 
for the number of cars is both an inadmissible 
negative and statistically insignificant. This 
is not surprising since it conforms with other 
knowledge about the character of switehing 
operations, in’ short, the number or cute’ is 
unquestionably the dominant variable in flat 
switching classification." 

Do you agree with Mr. Meyer, Stenason, Zwick and Peck? 

aor I rest where I stood before. I would 

nave to look into that. 

Q. Perhaps you could give us an opinion on 


something that you do have something to do with, and I 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12660 
TORONTO. ONTARIO (Mauro ) 

refer to your statement before the Railroad Commission, 
Docket No. 773, "In re increased freight rates within 
the Commonwealth of Kentucky -- verified statement of 
Ford K. Edwards on behalf of the Kentucky Utilities and 
the Kentucky Coal Industry." I quote from page 18, 
System Average Costs: 

"These costs do reflect important trans- 
portation characteristics such as the length of 
the haul, the weight of the load and the type 
of equipment in which the traffic is carried, 

This latter refeis particularly to the tare 
weight and empty return ratio." 
This is the part I would like you to listen to; br, 
Edwards: 

"But system average costs do not correctly 
reflect operating conditions peculiar to coal. 
The operating characteristics surrounding the 
movement of coal differ greatly from those 
applying to traffic generally. This situation 
is recognized by the Cost Section which attempts 
to offset it in part by averaging the system 
average cost figures of the Pocahontas region 

with those of the regions in which the coal moves. 
In my opinion this adjustment is wholly 
inadequate for coal. In particular it fails 
to reflect the extreméelylow switching costs at 
the mines, the low switching costs at destina- 
tion where large volume consumers take deliveries 


of coal in large blocks, the low cost of 
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ANGUS, STONEHOUSE &@ Co. LTD. Edwards, a-ex 12661 
TORONTO. ONTARIO (Mauro ) 
effecting interchanges between carriers in 
large cuts of cars, the Simplicity of coal 
car interchanges when made at outlying paints, 
and finally the weight of the trainloads." 
And at page 19 under Origin Switching: 
"Under the system averages applied by 
the Cost Section the minutes used for origin 
and destination switching would have been based 
on the regional averages for all traffic. 
These figures ranged from 19.5 switch engine 
minutes per loaded car in the Pocahontas 
Region to 30.5 minutes in the Eastern District, " 

THE CHAIRMAN; Let him see it. 

MR. MAURO: Quang dtine.. That was an accurate 
statement of your findings as to the reduced cost of 
switching coal because coal was switched in larger cuts? 

A. Yes, but we are talking about something 
entirely different from what was talked about there, 
Now, we here were talking about the use of system 
average, territorial average figures of some twenty 
or thirty minutes for performing the full terminal 
operation, we will say, in official -- certainly in 
the various territories -- which included classification 
work and transfer work and switching the industry, 

Now, our concern was in the coal that we 
did not have switching studies performed at the mines 
and we did not have, except what the utilities could give 
us, switching time at the utility. 


But in this grain case they did not rely upon 
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“ ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12662 
TORONTO. ONTARIO (Mauro ) 

System average, but CrP’ RAG NGeHeR. Switching cost 

figures: they engaged in one of the most extensive 

series of switching studies that I had ever come across, 

so that these things I talk about here --- 

MR. SINCLAIR: Where is "here", in Kentucky? 

THE WITNESS: Talked about in this case, 
involving Kentucky Utilities, were met in the grain 
case by the studies. 

That brings us down to this last question 
you bring up -- I presume you are talking about flat 
Switching where the engine takes hold of one car, two 
cars or three cars at a time =o switching 
grain versus the switching of other traffic -- a very, 
very narrow area of the total switching study. Otherwise 
the actual size of the cuts in the transfer 
movements, from the classification yards out to the 
industrial site and to the mills and the size of the cuts 
at the mills or country elevators as handled, were 
figures actually studied, and those are the things that 
I was concerned with there, and they were met in the 
grain case, 

Q. Now, Dr. Edwards, I think we can just 
simplify this to a considerable extent. We were dis- 
cussing whether or not you had had any experience with 
the fact that switching costs were reduced when a com- 
modity could be switched in large cuts. Il prefer you tO 
Wright's formula and he says that they can be and very 
markedly. I referred you to Mr. Meyers who says that 


it seems to be the dominant factor. Then I referred 
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TORONTO, ONTARIO (Mauro ) 
1 

4 you to your study in the Kentucky case and it would 

‘ appear to mean that it was your clear and defined 

i malysis of observed data, with the low switehing costs 

; at destination where large volume consumers take de- 

. livery of coal in large blocks and the switching of 

: coal, that this was a characteristic that you also 

" observed. So I asked you whether it has been your 

‘ experience, particularly in coal which is a heavy 

‘4 loading commodity and bulk moving commodity that 

ul switching costs had in fact declined per unit where 

12 cars are cut in blocks? 

13 A. My answer to that, that to the extent 

14 the switching on the grain, except in the flat switching 


itself, the size of the cuts was measured and the grain 
was handled in two car cuts, they are not in 
fifty car cuts, this is reflected in the study in the 
transfer movements and the switching of the mills, 
and that is what I was talking about here, 

Q. So that tell me where, from your long 
experience, particularly as a research director in the 
coal business, you found and have argued in courts on 


behalf of the coal industry that because coal can be 


switched in larger cuts, switching costs are thereby 
reduced? 

MR. SINCLAIR: Mr.Chairman, I must say I wish 
my friend would say what kind of switching he is refer- 
ring to. Is he referring to industry switching or is 
he referring to classification switching, because it 


is obvious from the witness! answers that they are at 
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TORONTO, ONTARIO 


(Mauro ) 

1 

cross purposes in some degree because the witness has 
made clear in his answers that it was industry switching 
, he was talking about in the Kentucky case, and the 
; fact that they did not publish the time studies there, 
F He then has said that in this same case that was taken 
7 eare of. This industry switching they then traced 
‘ individually. 
: THE CHAIRMAN: Mr. Mauro I think will clear 
ie 5 | 
il MR. SINCLAIR; If he wants to talk about class fi- 
i cation switching, that is one thing; if he wants to talk 
13 about industry or local switching that is another, 
14 THE CHAIRMAN: I suppose he means as to 
15 switching necessary to get the grain from the west to 
16 Fort William, 
17 MR. MAURO: We are talking about switching 
18 generally, and I know that Dr. Edwards and I know 
19 exactly what we are talking about -- the same thing that 
20 we discussed with Mr. Stenason, the same thing that 
1 Commissioner Anscomb was discussing with Mr. Stenason. 


22 In my cross-examination we tied it up by saying, I 


asked the question at page 11707: 

"I certainly want to apologize to the 
Commission, but that is exactly the statement I 
started out with by saying that he took the 
total time and divided it by the number of 
cars," 

My question is, do these loading tines on grain work to 


the same average switching minutes as other cars in this? 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12665 
TORONTO. ONTARIO (Mauro ) 

A. Yes, that is right in classification, 

MR. SINCLAIR: That is the point. 

MR. MAURO: Q. All right, Dr. Edwards, we 
are going to break it between industry switching and 
classification switching, Where the grain can be 
classified in multiple cuts, has it been your observed 
data that you have personally observed in your work with 
the coal industry, that switching in multiple cuts, be 
it for classification or for industry --- 

MR, SINCLAIR: No, Mr. Chairman; I must object 
If we are going to discuss switching I think we must dis- 
cuss it intelligently by separating them out, 

MR. MAURO: All right, we will take it one 
at a time, Dr. Edwards. If you can classify cars in 
multiple cuts, does this reduce the total switching 
time per unit? Has that been your experience? 
Without reference to this grain study, has that 


been your experience? 


(Page 12668 follows ) 
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A, Well, I am trying to think back, I 
spent a day in one of the largest coal yards in the 
south this spring, I am trying to think how the 
cars came over. They were flat switched and kicked 
down, but the problem there was -- I happened to think 
of this with a little shock -- that they all came down 
singly and the cars were being kicked into their track, 
So that you have the problem of the circumstances, 
trying to visualize it, because in all the studies 
I have had connection with we never stopped for the 
individual traffic to tag in the big classification 
yards and determine whether it was always in connection 
with one, two or three cars, Sometimes you were 
reaching down to pick out a bad order car and sometimes 
they were already blocked and you had some large blocks 
merely to be pushed through. At other times, at a 
junction where the cars go various ways if they haven't 
been weclassified there may be small enh “= 
one, two and three cars, If they have been pre- 
classified somewhere they may roll through in a big 
block. This fact isn't always tied to the class of 
the traffic; it is tied to the ultimate destination of 
the car; so I think it is hard to give an answer on 
that score, 

COMMISSIONER BALCH: Would you mind if I 
asked you a question, Mr. Mauro? At the end of your 
question you said "total switching time," What do 


you include in that total? You mention classification 
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TORONTO, ONTARIO 


(Mauro ) 
1 
MR. MAURO: It is the sort of thing that 

: you and I, Mr. Balch, discussed with Mr. Stenason, 

: that they always use this nice little round figure 

; and apply it on a per unit basis, and I am suggesting 

: that this is completely contrary to all of the 

: written testimony, and, I suggest, the observed data 

: that Dr. Edwards hes seen, In a study such as grain these 

. cars are poth classified and industrially switched 
i in large cuts. 

7 Iam saying that it is not reflected in 

“a the present unit average method used here, 

13 COMMISSIONER BALCH: I was wondering if 

14 Mr. Edwards got that, 

15 MR. MAURO: Q. You told us that you haven't 
% made a study of the classification switching in the 

17 United States and it is difficult for you to give an 
18 Opinion on it. Apparently Wright and Meyer had made 
19 some study on this switching problem and concluded 

20 that it was a dominant factor in the coefficients 

1 that were discovered; but, regardless of that, let us 
29 move to industrial switching. What is your personal, 
93 observed experience of industrial switching? Would 
4 the switching in larger cuts reduce the unit -- per 

25 unit -- time consumed in switching? 
6 hs Oh! Excuse my expression. I suppose 


27 you would say, in industrial switching that, other 
28 things being equal -- the accessibility of the 
99 industry, the requirements of pulling out cars from the 


30 industry that are not ready to go, taking out cars that 
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TORONTO, ONTARIO (Mauro ) 
have to go and pushing others back and putting your 
empties on, and if you bade te make one or two transfers 
-~- I have been through a great many studies that I have 
made, or worked on, but so far as industrial’ switching 
is concerned, once you get out of classification, 
whatever the size of the cut was, in the handling of 


the grain at Winnipeg, Moose Jaw, or some small point --4 


Q. I will be hurt if you classify Winnipeg 
as "some small point"! | 

A. I said "or some small point" -- the time 
studies were made on the ground, and whatever the effect 
of the size of the cut was it would be picked up in 
the time studies, be it little or be it big. 

Q. But you heard Mr. Stenason tell me tha t 
so far as his studies were concerned the switching 
in larger cuts had no benefit; that, in practice, he 
Batdvthat .. i. 

MR. SINCLAIR; Mr. Chairman and members of 
the Commission, with respect, that is not what Mr. 
Steanson said, Mr. Stenason said in respect to in- 
dustrial switching they were traced, in this matter, 
on the basis of the mills that were actually moving, 

That was made clear two or three times because 
my friend was labouring under this misapprehension when 
he was cross-examining Mr Stenason. The record shows 
that Mr. Stenason said to him "That is not so with 
regard to industrial switching." 


MR, MAURO: We are discussing industrial 


Switching now. 
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“ ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12671 
TORONTO. ONTARIO (Mauro ) 
MR, SINCLAIR: You said that Mr. Stenason 
said . . . and I think that had to be put right, 

MR, MAURO: Mr. Chairman, I think that my 
learned friend would certainly assist the Commission 
if, perhaps, he would pay a little closer attention 
to the cross-examination, 

THE CHAIRMAN: i think Mr. Stenason did not 
accept the Wright formula. 

MR, MAURO: There is no question about chan 
I am discussing industrial switching, We are finished 
with classification; and certainly Mr. Stenason dis- 
agreed with Mr. Wright in the field of industrial 
Switching, 

MR. SINCLAIR: My point is that he said that 
Mr. Stenason said that larger cuts didn't have anything 
to do with ae time involved in the industrial switching 
of grain, The point is that Mr, Stenason's evidence 
was that these were traced out to the actual mill. 
That is the evidence which is in the recerd , The 
witness now says -- and he has said it four or five 
times -- whatever is involved in the actual mevement of 
ene size of cut dg j-<= 

MR. MAURO: Is this argument? 

MR, SINCLAIR: I am objecting to the way 
the witness was asked the question, 

With all due respect, I wish you would let me 
finish, I am objecting to counsel putting to the 
witness what he said was in the record, which is not in 


the record, and just stating wrongly the evidence given 
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“ ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12672 
TORONTO. ONTARIO (Mauro ) 
in this connection by Mr. Stenason, 

MR, MAURO: We can find it on the record, 

MR, SINCLAIR; I don't think the witness 
should have put to him what Stenason said whén it is 
not what Stenason said, 

THE CHAIRMAN: But I think the witness was 
here when Mr. Stenason was cross-examined, 

MR, MAURO: Q. So that I have this clearly 
from the cost study, did the C.P.R. and the C.N.R, 
find that, in effect, the larger cuts of grain cars 
resulted in lower switching costs either industrially 
or in classification? Did they find that? Wwe will 
get it from you, 

A. At this point I would like to make it 
clear that in industrial switching there are all kinds 
of circumstances, and what you are talking about here -.- 
there are always transfers -- for example, transfers 
across town -- and there are probably mills easy of 
access and mills difficult to get at; but you are 
talking about under normal circumstances -- are the 
minutes less as you handle more cars? 

Q . I am simply trying to have the benefit 
of your long experience -- coupled to the statement 
of Meyer and Wright -- as to whether or not in the 
studies before the Commission there is reflected the 
shortest switching time per unit that would result from 
larger cuts? 

A. For a given switching element, You 


can't mix switching elements, of course, 


eyes 


—————— 


. beoped S02 eo 82 “batt cas ow (PORTA A m7? @ 


‘ 


ei ff Aas 


yo eben om AS 


sacngiw sie watdd Yao To pRTATOMTS > AM 


poy 


dw biba socewaga gadw mid of Jug ovad bivone 


si tiw edt Anti? L eu sMAMALARS BST 


tary 16 etwo tegwel end fosti® Abo seaRg bats 


iw tod . te teq of ICU 1146 elitm hese easook 


"237 e7on of bier ov @& Radl seating 
‘orf ove os gitar? vlgqale mat 7?) 
fe ai7 of beiqnes - sonsteegqxue, anol awoy TE 


onenel(s gnidsativs nevig 8 t0% cA 


4: seaéte eteoe gutistiwe véwol nt bedtuge7 


ti 7 (a (= : 4 


e-10 ,Sbrewha ory 09 @ weuronans — | 
( ote) , | eeren nate 3 


a 


nonsneee ool yd ROL¢oethoe ekdd AE 


ibise noasnete tacdw gon 


heninexs-2e0%9 asw oDesTretG Ih ashiw ar or! 
vad I tea? oF 2) jOFUAM \ AM 


4 


ond bee 7.9.9 9f9 BEd . bute feo ene mort 


‘ant Bnf? wees bla tno tasoltiasslovnt 
voy mont of tog 


are ofvow Lt @atog alede® DA A 


re werent gafdottwk Letavaubal ak fady 24878 


yifiviet e768 boy teriwi ins asonatamotis VW 


/ 
signees TO «= atelenert? ayewls ets ered 
fim efdedo rg ern sted’ fina «- fwold S60 tes 


eugratampeths Lamon eb guods saining 


oe > vaditeee oF 25 -- JeQkeW Bae cogent ag 
‘Cien et  3¢@@f mwolastamo) en? Sioted selhiag 
bivew tan? ¢ja0 2eq@ ent antdetiwe Jeo o100e 


Tatuo MTeute 


4ewoo “oO yetramele anidotiwa xia + peas 


“ ANGus, STONEHOUSE & Co. LTD. Edwards, cr-ex 12673 
rr (Mauro ) 

COMMISSIONER BALCH: I want to say this, that 
the classification Switching and industrial switching 
are two different things entirely. You get that? 

MR. MAURO: Yes, I certainly do, - 

COMMISSIONER BALCH: And when you say a 
bigger cut it is true that if youpum into a siding 
eight or nine cars there is nothing to it, but as Mr. 
Edwards points out, Suppose there is a certain amount 
-- each case would be different, You have a certain 
amount of switching on this cut of cars. 

MR, MAURO; He said clearly that he hadn't 
made any detailed study of it. Loa s industrial | 
Switching that we are now dealing with, or ee to 
show the material we have from Wright and Meyer and 
tie it up to his personal experience and compare it with 
what Mr. Stenason has told us his findings were. 

Q. Yes, doctor? 

A. Well, I was asked to inform you that we 
gave you the actual time -- whatever it was; but, 
actually, of course, you have more or less for a 
given element. 

I am informed that at Winnipeg a check was 
made on the size of cuts and classification and there 
wasn't a great difference, 

Q. Let us follow that up, because my learned 
friend is continually pointing out that I don't under- 
stand this thing: You have said that at Winnipeg they 
made an actual test of the classification of major cuts 


and they found that there was no material difference? 
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“ ANGUS, STONEHOUSE @ Co. LTD. Edwards, cr-/ex 12674 
TORONTO, ONTARIO (Mauro ) 

1 

Is that correct? 
_ A. Yes, on the Canadian Pacific -- the 
5 time per car, 
4 : 

Q. That was clear in my mind before my 

: learned friend mentioned it, 
‘ Now, let us move on to industrial Switching, 
: Did the Canadian Pacific make a study of the industrial 
? Switching of larger cuts? 
: A. It made studies of industrial Switching 
e in all these terminal Studies, Some of the plants were 
, close in and some of them were far out and some were 
3 easy to serve and some more difficult to serve, I 

have seen studies where on a block of coal, being de- 
3 livered to a utility on the outskirts, it might have 
a been even served by a way trains on the other hand, 
# there have been utilities located in large centres 
% where they had to go to one or two yards and a couple of 
4a classifications, and even although the block might be 
a large the minutes could be quite large. You have the 

complexity of the plant location, 


Q. But in the Kentucky case, in tha: par- 

ticular statement of yours, you have stated: 

"In my opinion this adjustment is wholly 
inadequate for coal, In particular it fails to 
reflect the extremely low switching costs at the 
mines, the low Switching costs at destination 
where large volume consumers take deliveries 

" 


of coal in large blocks , . ° 


As you know, elevators, if we can consider them from the 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, Cr-ex 12675 


TORONTO, ONTARIO 


(Mauro ) 
1 
3 point of view of destination, take a fairly large cut 
2 of cars, do they =~ or was that part of your study? 
i A. In this case here this related to one or 
/ two large plants of the Kentucky Utility far from any 
A town and served by way trains, the way train pulled 
4 up to the lead and had its cars on the head end and 
3 may have delivered 20 cars to a plant a quarter of a 
9 mile from the right-of-way, spotted them and moved 
10 out the empties and went its way. That would be, to 
1 use the time of the official territory of 30 minutes 
12 per car -- that would be wholly inapplicable to this 
13 type of switching; and this case here, of course, 
14 involved -- this Kentucky Utility case -- the switching 


15 of extremely large plants of the Kentucky Utility 


16 with very heavy coal deliveries two or three times a 
17 week, 
18 Q You found in the very large utiliies where 


19 they put in, as you mention, 30 cars and pulled out 


20 empties -- and you mentioned a quarter of a mile -~ that 
21 it had a marked effect, so much so that you asked the 


IcC to take that into consideration === 


4 


A. That was on the rate to this plant, and we 


made arrangements with the plant superintendent to 
stand out and time the train coming up to the lead 
until it pulled away, and we got the time, There are 
men standing there who check the time the engine 
arrives and departs, and they divide the time by the 
cars, the same as we did in the Kentucky Utility. 


Q » So in the Kentucky Utility case wasn't that 
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* ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12676 

TORONTO. ONTARIO (Mauro ) 
large cut going into the large utilities reflected 
in lower cost of switching? 

A. Well, yes, 

ay I refer you to page 2676 of vélume 19. 

You were asked the question: "Any further comment 
on load studies?" And your answer was: "Both studies 
distribute freight car repair expenses between use 
and time at 70 per cent versus 30 per cent respectively. 
The time portion of the expenses assigned to the | 
Study traffic includes an allowance for inactive car 
days. Both railways follow widely recognized pro- 
cedures of distributing freight train car expenses 
on a combination mileage and time basis which I 


have consistently used in railway costing." 


(Page 12680 follows ) 
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“ ANGUS, STONEHOUSE & Co. LTD. Edwards, Ccr=-@X. 12680 
TORONTO, ONTARIO (Mauro ) 


This particular expense item referred to there 
has been allocated on a comparable basis with 
that utilized by the ICC ana is the method roe 
consistently used in railway costing: I wonder 
about some of the other methods of allocation 
adopted by the Canadian Pacific and the Canadian 
National in the studies: are they also identical 
with the ICC procedures and do they form the 
methods which you have consistently used in the costing 
of rail Service? Let us take, for example, re 
communications rail, exhibit 68 of the Canadian 
Pacific: I wonder if you could tell us how you 
usually apportion communications rail in your 
regular costing practices, or the method utilized 
by the Interstate Commerce Commission? As I 
understand it in my cross-examination of Mr. 
Stenason, we developed the fact that they had 
charged 95 per cent of this item to freight 
traffic. 

MR. SINCLAIR: I think the witness is 
looking for the classification of account number. 

MR. MAURO: We are on communications rail. 
Perhaps we could take a break now, Mr. Chairman. 


| THE CHAIRMAN: Yes, we will take a recess now. 


~--Short recess. 

THE CHAIRMAN: Will you repeat your question, 
Mr. Mauro. 

MR. MAURO Q: We were discussing, Dr. Edwards, 
this matter of communications rail which appears 
on exhibit 68, and I wondered whether this method 


was the method utilized by the I. C. C. 
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“ ANGUS. STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Edwards 3 CYr-ex ° 12681 
(Mauro ) 


in allocating this particular expense item, and 
whether you have used this system which results in 
an apportionment of 95 per cent of communications 
rail cost attached to fretehs traffic? 

A, The methods followed treated as a general 
overhead and allocated over other expenses, and 
I have used that method, and the ICC rail form 
A uses a comparable method. 

Q. The rail form A uses a comparable method? 

A. It is distributed as part of the general 
overhead. | 

Q. And it results in this 95 per cent 
allocation to freight? 

A, The rail form A ICC basis allocates the 
freight portion of that. I don't know what the 
freight portion is without going to a carrier's 
account and seeing what it is. 

Q. And you have used the same method in 
your costing practices? 

A. Yes. 

Q. Have you ever had an instance, in your 
recollection, where 95 per cent rail -communication A 
on any representative Class I railroad comparable 
to the C.P.R. resulted in a 95 per cent allocation 
to freight traffic of communications? 

A, I couldn't answer that because I never 
Stopped to work out the percentages, 

Q. Regarding equipment maintenance on exhibit 
64; when you have dealt with this matter have 
you treated it as 100 per cent variable in your 
studies? 


A. I have treated equipment maintenance as 
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100 per cent variable except when I have collapsed 
all the accounts, averaged them out and used a 
flat factor of 80 per cent, but in that factor 

of 80 per cent equipment is taken in at 100 per 
cent and maintenance-of-way may be at 50 per cent 
or some such figure, 

Q. Does that reflect the ICC method -- 

100 per cent variable under the ICC method? 

A, When separations are made, When you 
speak of the ICC method, the ICC has various 
formulas. They have the rail form A, which you 
heard about, and they used this (indicating) volume, 
and rail form B and Cc. 

Q. I am speaking about rail form A, adjusted, 
which you have referred to in a number of recent 
cases. That really takes into account the 
refinements of B and C, and I am particularly 
interested in whether or not the Interstate 
Commerce Commission cost section has found and 
treated maintenance of equipment accounts as 100 
per cent variable? 

A. Yes, they have found them 100 per cent 
variable. That is set out in Senate Document 63. 
Q. I haven't got that document, but I 
have the document "Bp lanation of rail cost finding 

procedures", 

A, This is Senate Document 63, and it is 
set up by the government accounts. 

Q. I am referring to the Interstate Commerce 
Commission statement No 4-54 at page 31, table 


one per cent by which various expense groups 
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freight are variable with gross ton miles. 1939 
to 1956 -- and item 7, total maintenance of | 
equipment, variability, 1939 to 1944, 64 per cent; 
1939 to 1945, 78 per cent; 1940 to 1946, 86 per 
cent; simple average 77 per cent. That was 

for the United States totals, and then they break 
them down to eastern, southern and western 
districts, and I wonder whether that degree of 
variability -- it ranges from 86 to 64, and the 
simple average is 77 per cent for equipment 
maintenance -- whether that reflects your 
experience when you were with the cost section of the 
Interstate Commerce Commission, and whether or 

not you follow procedures that reflect variability 
Something less than 100 per cent on equipment 
maintenance? 

A. When I am not Saeupine the accounts, such 
as rail form A was a tremendous shortcut without 
having to go after percent variabilities, and served 
a vast number of purposes, with the minimum amount 
of ‘effort. We used the flat 80. When you depart 
from the averaging process, I have always used 
100 per cent. Where were you reading from on page 
S.¢ 

Q. Item 7, listed No. 50, freight locomotive 
and freight train car repairs: and depreciation. 

No. 6 is freight locomotive and freight car repairs. 
No. 7 is tot&1l maintenance. 


A, Seven is the one you were reading? 
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Q. Yes? 

A. And that includes the maintenance shops 
and the superintendence and injuries, and that 
isn't only the locomotive repairs directly. 

Q. It is maintenace of equipment. 

hee Well 1b) as the total accounts, including 
the overheads in the accounts, | 

Q. Is it similar, Dr. Edwards, to equipment 
maintenance, superintendence and overhead as | 
Stated in exhibit 64 of the C.P.R., accounts 
301 and 2 and accounts 341 to 347, inclusive, 
of the American classification of accounts? Are 
we speaking of comparable items, Dr. Edwards, 
because if we are not, then -- 

A. No, We have a problem here. We haven't 
been Cine about comparable items. I misunderstoo 
I thought you were talking about locomotive and 
freight train cars, but now you are switching 
to the entire maixtenanceof equipment accounts, 
and some of owed cane in there are less than 
100 per cent variable, SO, asa rule, I usually 
think of the total accounts of maintenance 
equipment as being a little less than 100 per 
cent variable. I was talking about the freight 
train car repairs and the depreciation and 
locomotive repairs. Those items I used as 100 
per cent. 

Q. Could you tell us in regards to exhibit 
64, when you group the accounts equipment 
InMaintenance, superintendence and overhead, what 


was the percentage variability which the Canadian 


Pacific found? 
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A. Well, one would have to go back and 
work that out and lay the results of the regression 
analysis against the sum total of your variable 
based on those Co-erficitents, 

Q. Still dealing with the United States 


practices which you consistently used in costing 


s 
7 


what is the constant proportion of passenger costs? 
Is the method used by the C.P.R the same as that 
adopted by the ICc? As I understand LU, ee 
I read the documents, in the United states a portion 
of sonstant is allocated tO passenger Services, 
a@ portion of the system constant 41s allocated to 
passenger? 
A. You are talking about the ICC classification 
Of accounts, the accounting process, not the Icc 
costing. 
Q. The method in determining these bases 
for subsequent rate-making Be the cost data provided 
that part of the constant in the United States is, 
in fact, allocated to passenger, subsequently is 
apportioned, if passenger is a deficit traffic, 
to the revenue-bearing traffic, but initially a4 
portion of the constant is applied and allocated 
CO passenger? 
A. Yes, the unit accounting system so provides. 
Q. And I am quoting from docke 31874, your 
Cross-examination in West Palm Beach, the question: 
"Q. I now want to ask you something about 
the nature or characteristics of these deficits. 
let me take the passenger deficit first. 
Under the Commission's rules for the separation 


of freight and paseenger expenses, a certain 
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part or portion of the common or overhead 
expense of operating a railroad is charged to 
the passenger service in addition to the 
expense directly assignable to that service, 
Dee. nob? 

A. 768, Sir. 

Q. Did you use the Commission's formula for 
ascertaining the passenger deficit which you 
included in your study? 

A. Yes, I used the treatment followed by the 
cost section itself which goes back to the 
freight -passenger Separation. 

Q. Do you know, Dr. Edwards, approximately what 
percentage of the total passenger expense under 
the Commission's rules, the apportiored part of 
the common expense usually is? 

A. No, offhand I do not know. 

Q. Well, it is easy to calculate it from the 
information contained in the Commission statistica 
information? | 
A. Yes, but I have not done it. 

Q. Would you be willing to accept, subject 


ater confirmation or subject to later 


er 
oO 
a) 
se) 
co 


correction in the brief if you want to; that 


Q: 


in the years 1956 and 1955 thet apportione 
part of the common expenses run just short 
of 25 per cent fa each year? 

A. I will certainly accept that figure but I 
would add this factor therein, that in the 
Separations made for the cost purposes, as I try 


to bring back my memory to the Form A treatment, 


there are certain expenses in there such as 


a 


————————— 


ane 


- 


7 


DESSr .xe-1o pabrswbe 


_(omusit) 


Pee ae 


ATs 02 mt PNSHOTS: 
oe § a oe 


— 


pesduavo to mommoo ed % nottieg 10 Suaq 


od beotans ef Seorliss & gaktetTeg> To, saneqxe 


vos slumot a aoieainmod ely 


oid oF moidibps af esivires regnesesq edd. 


,ooivetse geds of sldangiess yigoonl Sanoqgrs 


dom gt ak 


tte oY 


sau voy bE 


A 
‘2 


voy dotdw Jtotteb segmecesg ent gaiatssieoas. 


fybuse Woy at bebufont) 


sii yd bewolfLot sasavasis env beaut - 8X. 


oA 


siz of Mesd esos dotdw tleast sofioesr seoo 


folssiagek tagacsesq-drigiott 


ca 


Ylovumixoxys ,abisewha «0 ,wormdt voy of 


2 


Din! aanecxs sveznssesq fetod ond. To cgsdasoteg 


$ega bh motktscaqqs ony .3eLae 2' soles LamieD. edd 


Cat ylieues sarteqxs montimoo sag 


wood goa ob I bastit ,on 


wit wowt dh s¢elvolso.o% Yass et at few 


aik 


io 


beste sokepimmod edt ot beatetaGo aotsamioint 


Paoltsmtot 


tL eaod gon eved IL sed ,ask 


tpetcue ,dgso9s od gatiiiw ed voy Sivow 


at 
oA 


2 


nedel o2 Jooehdus s polvesrttaod wesal og 


Wit ,od tasyv nog BL tetad odd al aolgosaios 


. a i =, ¢ ~~ ae pr aa ia . 
hetotivaqs tere 2¢L bas cel atasy any ar 


jsofe davl cut eseniegxs sonmnoo edd, to tiag 


frasy, dose ot 


ga@o stag ¢S 


oud wast @add dqeooe Biniadioo, Liftw 1 


iG 


oh 


est} at ded? yuiesvedé govost etdd bbs bivew 


i eS .sesoquug Jeon odd sot sham saaobdeisqes 


2s dove eioht ot sepasiuee aledyso e¢s erent ; 


= ar 
—  -_ 


atigastt A wro% sig od yiomen ya slosd paid) ov 


VP 


ANGUS, STONEHOUSE & CO. LTD. Edwards cr-ex, 12687 
TORONTO, ONTARIO (Mauro ) 


diesel locomotive operation which some carriers 
may treat as common on the mileage basis which 
we shifted to the direct because of the ae 
changeable use, and felt that that was truly 


a direct expense, 
Q. I see. 
Ae So that tended to reduce Lt. But, however, 
we can go ahead on the premise of the 25 per 
cent factor, 
Q. I am not trying to be absolutely accurate 

. With you. I wanted to get the Substance of it. 


A. Yes, sir." 


ah 


So in the United States, according to the 
rules of the ICC, somewhere in the neighbourhood 
of 25 per cent for the years Mr. Alldredge referred 
to was allocated, 25 per cent of constant costs 
was allocated to passenger services. Was that 
an accurate statenent of the practice in the 
United States? 

A. Well, I have a little trouble on that. 
The problem is, of course, that the accounting 
classifications there give no recognition to variable 
and constant, they don t even recognize those 
terms. These terms are terms in the cost section 
where they work with these studies. So the 
question is - the problem is that of reaching into 
the cost section, setting aside all constant 
costs and trying to visualize ‘how many of them 
dollarwise ended up in the constant account that 
would be treated to passenger. Now, it is a very 
complicated question. I don't think you want to 


make it complicated. 
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Q. No. Do I understand this evidence and 
my reading of the Icc rules correctly that there is, 
in fact - this is the information I obtained in 
Washington - that there is, in fact, under the 
methods of the Icc costing methods an allocation 
made of a portion of the constant system expenses - 
it is around the ratio, I think, of 25 per cent or 
26 per cent - to passenger service LALCialiy. 

They do make an allocation of constant costs to 
passenger services, | 

A. Well, the accounting rules don't recognize 
or don't - there is no setting aside of constant 
costs as such in there. You may have those directly 
assigned and directly apportioned, but I don't 
know whether you are talking about the annual report 
form of accounts where you have the solely related 
to passenger and those related to passenger. of 
course, your problem was what was I talking about, 
and I am trying to figure out what I was talking 
about. 

Q. I am trying to find out the nature and 
characteristics of these deficits. 

-.. Under the Commission's rules for the 

Separation of freight and passenger expenses, a 

certain part or portion of the common or 

overhead expense of operating a railroad is 
charged to the Jpassenger service in addition 
to the expense directly assignable to that 

Bervice, is it not? 


A. Yes, sir. 


Q. Did you use the Commission's formula for 


ascertaining the passenger deficit which you 
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ineluded in your study? 

A, Yes, I used the treatment followed by the 
cost section itself which goes back to the 
freight-passenger separation. 

Q. Do you know, Dr. Edwards, approximately 
what percentage of the total passenger expense 
under the Commission's rules, the apportioned 
part of the common expense usually is? 

A. No, offhand I do not know. 

Q@. Well, it is easy to calculate it from the 
information contaimd in the Commission 
Statistical information? 

A. Yes, but I have not done it. 

Q. Would you be willing to accept, subject to 
later confirmation or Subject to later 
correction in the brief if you want toy that 
in the years 1956 and 1955 that apportioned 
part of the common expenses run just short of 


25 per cent for each year?" 


A. Are you talking about the constant or the 
deficit? What is your question? 
Q. My question is that in the United States 
obviously there is an apportionment to passenzer 
Services of part of the constant costs, and my 
next question is obviously going to be: would you 
tell me what portion of the constant costs the 
Canadian Pacific and the Canadian National laid on 
to passenger services in their cost study that 
they have presented to this commission. 

“AS -“Welt, before answering that I ‘vould like 
to check. 


THE CHAIRMAN: Well, can we have the question 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex, 12690 
TORONTO, ONTARIO (Mauro ) 


now, Mr. Mauro. 

MR. MAURO: I was Just waiting for Dr. Edwards 
here. 

Q. Do you know how the Canadian Pacific or 
the Canadian National apportioned any part of the 
system constant cost to passenger services? 

A. No. I say the answer is that they did not. 


4. 


They set out the passenger - I want to get it clear 
here, my understanding of it on both railroads - 
they set out, endeavoured :o set aside the passenger 
costs in their entirety, what they would avoid if 
they had no passenger services. The rest wags -- 

Q. Treating it in another way, we can say they 
treated it as incremental traffic or on an 
avoidable cost basis. Is that a fair statement? 

Ssyinwes; Dithinkwhatote: so inthercontexdueee 
They left out the entire passenger stations and did 


not leave any in, that would go to passenger, 


the United States 


A. Now, is this the method utilized by whom? 


j f . + 4 a 
a5 such, of cours doesn't go into this problem. 
aT a, oft = sles fase (ate oii 
Q. NO, re OLE See. 
f\ ta J oe ~ ‘pee Wa a a oe Taek es mA Ay) aA AIF arly fe 
Bhs So the guestion is when you speak about whe 


the ICC does. 


12696 follows 


a 


ence ag emma tical Aetna EE 


ee 


a! fo deedaoo ort oi o@ et dend- oli Df efex s4 


r Ss 


‘ oo. T 1 4o% gabétew tewh esw ti - ORUAM st 


J : ‘eae 


“o obtbord as theea® oxid word woud soy of . 
eis to Braq “ile, bendlawaga fenotset se tbsasd aus 


“— 


feeslrase taguseaeaq os dace SeAdhdoonmadagh! 

som bib York Sand eb-towems end yah Ei 60M 4A 
‘“cel5 df teg of @new.. - tegtseneq end duo 386, Yost 
+ abeotiias dtodd mo wt 2 jdtonsderebsss Yr Loted 
yegaspeag ait shies #98 o: botaeubad viva Jdea- yods 
‘t Siovs binow youd ossiW eyvoutias Theis mt adaos 

-- sow deer Sa? .ssolyise tegasaesg on bar -yerd 

god yee aso ow .vaw “veddoud mf dt sattwert m7) 
“8 fo To otter) Ledwemeront as Jf Sevsen 


tgoousdade tla 4 tedd al -.abesd Gaoo Sidabiove 


iy bas BHiottada senneaseg ett dae edd tug Stel yout 
sropmerase od Ob Diuow dadd ank yas oveel soe 

ai O0% odd yo Dos titda donde oft. elds ab .P 
Sesiess2 bedia ote 

onoiw ut bestiide bonten ects atsid’ wt WO A 
OUI uit - wo aA otod sted! wl adalgoed dgo9 sd? ya 
it odttl om S'neeod .setvos Io .dove €s 
eatvo3 ta .oW & 

tadw duods aeeqa voy mene Gb aoideecp-ene oc oA 


” ; -a90b ODL sly 


ewolltei S@dae 


- 7 2@ 7 6 
a 


“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12696 
TORONTO, ONTARIO (Mauro ) 


Q. Under the Commission's rules for the 
separation of trade and passenger expense, a certain 
ward of the common or overhead expense of operating the 
railroad is charged to the passenger service, in addi- 
ertn to the expenses directly assignable, Therefore 
under the ICC or Commission rules, there is a separation 
and an allocation of a portion of the System constant 
costs Mopaeesaners that is correct, Dr. Edwards? 


A... Yes, there are some System costs in 


ed 
' 


there, They for one purpose endeavour to be separate, 
The general accounts,the traffic, are all to be 
separated to the best of their ability. It may be 
called an apportionment in the annual report statistical 
form wnere it is not kept currently divided, but, yes, 
I am trying to think what comes to rest in the constant 
passenger portion. 

THE CHAIRMAN: Well, what were you talking 
about, Dr. Edwards? 

MR, MAURO: What I thought we were discussing 
Mr. Chairman, was the fact that in the United States, 
pursuant to the Commission rules, there is allocated 
to passenger services a portion of the system expenses, 
and I think Dr. Edwards has said --- 

THE WITNESS: There would be some in there, 

MR. MAURO: Qn yes, I mean I do not want 
you to say "some" to me, Dr. Edwards, because in the 
Southern Governors case you did not even stop for 
a moment with Mr. Alldredge, you said "Yes, sir", and 


he asks, "Did you use their formula?" And you said, 


wgro? 
be 'e Ss 
“A Oe Se 


wis 102 notin 8 pteeiends on aaa 
shadron # conmeaae son ti 9 ott sti ae 

| oli 3 ymisvarsqo to adnbie naa vadaest aaa | cues sit to 7 
+bbbs at .solvres: cus ooh ee 
sxoteted?  oldsngiess widovrth wenmsqxe eit 02 pa 
a s et evens ,aefur notsaimmod 10. 901 en2. aaa, 
Jriatanoo meteys end to notirog 2 Ae eee ns bas 


. L 


tebrewba 2.17 ,tosrxo ei gedd preynonasg - steoo ‘iq 
th atedo medeye Smon ors eaudd: iey SA! 
| sterages sd ov nuoveshas sacqieg 80 107 yout  onedd 


6d o¢ Lin exe .olitend ont .esapoons {steneg aT 


. 
t 
| 
' 
| 
| 
{ 
| 
| ad yom #1 .yttitds «lend ho taed eri9-08 betersqer 
: 
l cendowbemin teogen Isucis od? at Inemmotiroqqs as beflso © 
{288% dud ,debivib yltnemwo sqsa goa at #2 siedw ae? 
} ‘ 7 
» tnavanos end at deer ot sontoo genwodniad oF aniyat me fT 
: notivog tS_neaesq) 
7 


; 
| co- a | 
yetilad voy stow tedw ,~[iew :WAMHIAHD HT 
Sebiswhd .1d .duods 
Lanteevoekb orsw ow ¢dauodt I tadw :ORUAM . AM ’ 


.eeva7e begin end? at tend goal crit saw .mamiiadd .aM 


re 

|  betaooifs al eredd yeeLut notcealtamod sAt oF indnation 

| .seenegxe metaya ot to moldtoq s svolvies tegnetesg of 

| | cay, bites esd ebiswht x0 datdd t brie 

| .srerid at oma od bison oted?  :22auTIW SHT 

| Jaisw gon ob L asem I .e8Y .f9 . :0RUAM mo 

Sid ng Sgus0ed abaputai ond on oF Pamue” yse of 
TO1 gods aave gon BED LOY SESS sromrevod Het! 


bas "te .ao¥" Eas sy cPabeRDLEA st dattw tadnon 


“ ANGUS. STONEHOUSE & CO. LTD. Edwards, cr-ex 12697 
TORONTO, ONTARIO (Mauro ) 
Wed~ sir 2" He said, "Do you know what they charge?" 
And you said, "I have not it eon) cua Gani He ‘said, 
"Would you accept 25 per cent?" And you said, "I 
will certainly accept 25 per cent." So some of it 
certainly is in there, and they had to use some of the 
C.P.R. figures here in the allocation of constant on 
the basis of the variable costs, and I am looking at 
Exhibit 69 revised where they have listed the passenger 
variable expenses, $86 million; and if you allocate 
a portion of the constant on the basis of the variable, 
that comes up coincidentally to somewhere around the 25 
per cent mark, 

A. Well, Mr. Mauro, I am not sure that my 
answer at that time would be responsive to this question, 
I am not trying to evade it. I am trying to think 
back to where I got the 25 per cent. If you go down 
to the passenger accounts, certainly all equipment is 
direct. Now, one of the problems was, there 
are two columns in the report 
apportioned to passenger and wholly related to passenger, 
The stations are solely passenger expenses, but some 
of the equipment which is used interchangeably zets 
into the apportionment column. So that I may have 
picked out that column a being the constant part, but 
that is not the constant part if it includes locomotives. 
They are grouping back and forth, moving back and 
forth, 

Twenty-five per cent of the whole passenger 


being constant seems a sizeable amount. I am thinking 


4 L Sebitdhied a heth: og 2 tenogner ed’ Hinow amtz gees ws rowan 


i 


i 


 isatigensg 3 bovales yilonw bas negtonesg of benolincogg 


,esvidomosol aebufont tf It tosq sastenon odd gon af 2 


vk Yo emoe of. 
oui Shi ence atime erg, bokeaaeh tae pase 
ao tretacon Yo moivaoel ia edt ob ered neiwue? AAD 
#8 athiecol me I Sms .e7n09 eidettay sod 20 atusd edd 
‘eunoeesg sid betel oved yodt. vereriw: bentver: © statitns 


atjseolis boy TL bre aoe ctten abt .zoaaegxs lone 
-sidsiany sig to efesd oz ao ¢astenos edt to nold1oq B 
ef ao havows snenwomon of ylisdasbipatoo.. qu .semog geist . 
“ 7 


a eat an 


wt tad scum gon ms I ,otueM am ohtow Kis Anteae 


gntdt o¢ gaiqnut me T #L ebave oF gabyit gon ms J 
won op Woy TI =. #aso xoq af ond don I exvedw otao Fe ; 
el tramgliips £18 <tntadreo .etmuenos ~epnosesg ord ct 
ered’ ,efw émeidotq ond ‘tw Sma wou  ,vo@ntb. 


txroqet edd ok enmulos ows 


emoe Jud .sonmeaxe 1S9Kenesq YieLor exe enoktate off 
‘nie, _yvdeagrerotedal beev st dofdw saemgiups ong, 
avert usm L fgis of  .cumion tnemmotitoggs ont of 


dud 120 Ie aasion ent antec @ narfoa tens 200 belo 
ons toed go tvoem. yidsol baie aosd gakquor, sts 


segnsé¢e!esqg vidtiw say to des. 4eq svi'imytnew? 
jriintes me I 1 Ny ll 


be 


“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 1269! 
TORONTO, ONTARIO 
(Mauro ) 


2 2) 


of it in the text that it is done here, Those 
apportionments of the overheads are made with full 
thought that, except for certain departments like 
executive departments, the responsibility of-both, or 
legal department, most of those are separable; but for 
the purpose of convenience they may put them in 
directly as a short cut as apportioned to passenger, 
and really they ought to be solely related, So my 
problem, I am trying to visualize where all these 
constant costs (passenger) came from, 

Q. But there was no doubt in your mind 
in 1958 in West Palm Beach, Florida, that in fact there 
is this apportionment of expenses and in fact I think 
it is pretty common knowledge that under the rules there 
is an apportionment of constant cost to passenger in 
the first instance, and then as soon as it is a deficit 
traffic it has to be made up over the other traffic, 

A. Of course, for the purpose of picking 
up the deficit we simply take the grand total. 

Q. Sure, 

A. Whatever it was on passenger, subtracted 
revenue, and the rest was deficit. 

Q. But the fact that passenger service was 
a deficit traffic did not stop the ICC from allocating 
under their rules apportionment of the constant 
expense, the constant system expense, to the 
service in the first instance? 

AY There is some in there, 


Q. And the passenger service in Canada, I 
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* ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12699 


TORONTO. ONTARIO (Mauro ) 
1 
; understand, has had a deficit, You have been working 
‘ pretty closely with these young gentlemen, and in your 
A testimony in chief in December you said that you had 
; not looked it up too carefully but you knew it was a 
: deficit? | 
; A. That is right. 
; Q. And the grain traffic is allegedly a 
: deficit also? 
x A. Lee, Six. More than allegedly, if I 
"4 remember, they had in this study. 
12 Q. Oh, yes, we are dealing with that study 
13 now. Now, have multiple regression techniques been 
14 consistently adopted by the Interstate Commerce Commis- 
15 sion, Dr. Edwards? 
16 A. Well, they have not -- they have members 
17 on the staff who are familiar with multiple regression 
18 techniques, Per cents variability which are used 
19 and the 80 per cent factor that we have used over all 
20 goes back to --- 
1 Q. Your time? 
22 A. Goes back to my time, that is right, and 
23 it goes back, to a large extent, to simple regression 
24 working with the separations that we had between 
25 freight and passenger and yard and road. 
6 as Have the multiple regression techniques 
27 been adopted by the Icc, Dr. Edwards? 

28 A. Well, that question cannot be answered, 
29 The Commission -- I cannot conceive of the Commission 


30 ever saying, "We hereby adopt multiple regression." The 
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“ANGUS, STONEHOUSE & CO. LTD. Edwards, w-ex 12700 
TORONTO, ONTARIO (Mauro ) 

look at these cost studies and if they find they are 

of probitive value we say that we do give recognition 

to these facts, but they never go down and say: "We 

hereby accept multiple regression, a simple regression 

or any other ways and means," 

Q's The whole basis of rail form A im the 


first instance was simple regression, There is no 


question in your mind they have adopted simple regres- 


sion? 

A. Yes, but they never said so, 

Qo Now, we know ---= 

AX I would be very happy to have them accept 
Lt, 


Qo You told us the cost formula used by the 
Icc starting with, we will take 43, was based on simple 
regression and simple regression techniques were used. 
Now, would you tell me and this Commission whether the 
IcC have never adopted a formula based on multiple 
regression techniques? 

A. I certainly hope they do. 

Qo Have they? 

A. I cannot answer that question, The point 
is that it is ten years since I have been with the 
Interstate Commerce Commission and the costs section 
has been doing an enormous amount of work with a rapidly 
expanding staff. I am sure that many studies have 
been introduced that had the multiple regression in them), 
I would assume that to be true. Some of the larger 


roads have introduced studies with multiple regression 
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* ANGus, Fe ne co: be: "ThRdaee , r-ex 12701 
and they have accepted their studies, given 

them due weight and based findings upon them, so that 

to the extent =-- that is all I can say on the matter, 

Q. We are going to discuss some of these 
things that you have referred to in your examination 
in chief, but still I want to get this business of 
consistence -=- that the policies adopted by the rail- 
roads in this instance were consistently used by 
yourself and the I.C.c. I want to know whether you 
can tell the Commission whether you have consistently 
used multiple regression in your costing? 

A, No. You say "consistently", I have 
been using it and introducing results based on it in 
the recent years. 

Q. Well, I only use that word "consistently" 
Dr. Edwards, because both railways follow widely recog- 
nized procedures of distributing freight train car 
expenses on a combination mileage and time basis which 
are consistently used in railway costing; and I wanted 
to try and follow through consistently. 

A. I see, 

Q. So that your answer is you have not 
consistently used multiple regression techniques? 

A. Well, now, there are certain things 
to which multiple regression does not seem to be the 
answer, and there are various ways of testing those that 
we have used, Let us take freight train cars. That 
was based on guite an extensive study made by the 
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“ ANGUS, STONEHOUSE @ Co. LTD. Kdwards, ¢ r-ex 12702 


TORONTO, ONTARIO 


(Mauro ) 

1 
2 

request, as to making an analysis as to the extent to 
? which freight train car repair costs were variable with 
; passage of time, car days or the miles, and after very 
; extended engineering studies, they made their report 
and recommended that separation factors for repairs 
A -- (0 per cent mileage and 30 per cent time; depreciation, 
4 I think, 45 per cent mileage and 55 per cent time -- 
a would be a reasonable and appropriate basis of dis- 
a tribution, That was an engineering study, not a 
12 multiple regression study. 
13 Qo So that would it be your opinion that 
14 these statistical methods as by multiple 
15 regression has to be qualified in their acceptance? 
16 They must be compared to observed data, to other 
7 factors? 
18 A. I always like to take three looks at 
19 things. When multiple regression first came to my 
99| 2ttention and I was still with Interstate Commerce 
1 Commission, I was over and took a course in multiple 

regression at an American university. Unfortunately 


I decided to audit rather than to work the examples, 
because everybody had to buy or rent electrical 


computers to work by and work problems. If I had taken 


| 
the course more vigorously I would have known more 
about it, the mechanics of it, at an early stage, but 
in any event when we got through with the course I 


talked to the professor on our procedures in the cost 


section on the various accounts and showed him or told 
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him the various studies we had made in the apportionments 

to find variability. I spent quite a lengthy period 

of time with him and I said to him: "If you were in 

my shoes, what would you do? Would you go overboard --" 

I did not use the word "overboard -- "would you go to 

multiple regression?" This was about eleven or 

twelve years ago, He said: "I think I would be just 

as you have been doing," 

THE CHAIRMAN: You have not gone overboard 

yet, then? 

A. I am half overboard. 

THE CHAIRMAN: I see, 

MR, MAURO: Q. All right, Dr. Edwards, you 


may be saved yet. Do you feel that it is as precise --- 


MR, SINCLAIR: Let him finish, — I think he 
was still speaking. Maybe he has finished; I don't 
know. 

THE WITNESS: I wasn't finished, but I apparent 
ly appear to be at the moment. I am trying to get my 
thought back. 

MR. SINCLAIR: Dr. Edwards, I do not think 
there is any intention of the Commission nor oi counsel 
to stop you making as complete an answer as you wish 
and that was not meant. The remark of the Chairman 
or of counsel was not meant to stop you from answering. 

THE WITNESS: yes. 

MR, SINCLAIR: This operates differently 
than in the United States. 


THE WITNESS: We have had 
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in other cases with the constancy of maintenance-of— 
way expense and have used -- you referred to the 
Divisions case -- used multiple regression in. that 
case, We also used the simple regression, -and there 
were various tests made, When we got the results of 
those studies giving us a track size variable -- let 
us say it is $1000 a track mile or $900 or some figure 
~- it is only accounts 202 to 221 I am thinking about 
(you take the entirety but I am talking about that) 

my first reaction on that, that that was the expense 
that was variable with miles of track and not variable 
with volume of traffic passing over the track, to put 
it very crudely. 

So the first thought that came to my mind: 
let us check that figure by getting a large number of 
branch lines and getting the very low density and 
checking experience over a period of years of the 
maintenance expense for those accounts per track mile. 

Then we had the further thought that on lines 
being abandoned by the Commission, let us look at 
their experience over the last two years or so, which 
are reported in the files of the Commission in the 
abandonment proceedings, and we analysed some 6,000 
annual track miles of abandonments to find out what 
was the maintenance expense per track mile. 

Now, when we come up with a figure, there 
should be some relationship between those observations 
and what multiple regression should give us. 


Now, when you speak of other tests, that is 
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what I am talking about, and multiple regression seems 


to have been the most valuable in the maintenance— 


of—way area, and it is largely in that area in which 


it was used in this procedure, 
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Q. Has it been your experience, Dr, 
Edwards, that multiple regression techniques are 
as precise a measurement as Rail Form A, adjusted? 

A, You understand what Rail Form A 
adjusted is? 

Q. Yes, I think I do, having read your 
statement in a number of cases recently. It is a 
combination of the Rail Form A -- the initial one -- 
that was worked on about 1941 and then B and C, which 
were, at the same time, being worked out, touching on 
Me fationienbe; and I notice in cases where you have 


been giving testimony in the recent period you con- 


tinue to refer to the fact that Rail Form A adjusted 
forms the core of your study; and I am simply now 
speaking about it as an instrument of precision, and 
I am asking if multiple regression techniques are 
as precise a measurement as Rail Form A adjusted? 

A. Well, of course Rail Form A adjusted 
was only introduced in one proceeding, and that was 
the Division Case; and the earlier "B" and "C" were 
the forerunners of what you might call Rail Form A 
adjusted, 

Now, as to the precision, we used in the 
Division Case the result of the multiple regression 
ascertaining the results by the observations of the 
character I have described. 

THE CHAIRMAN: That is, it is a test? 

It is a good test? 


THE WITNESS: Multiple regression? 
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THE CHAIRMAN; yes? 
THE WITNESS; Yes, I think it is splendid, 
THE CHAIRMAN; Is it the best test? 


THE WITNESS: I think it is the mathematical 


THE CHAIRMAN; But have you adopted it your- 


THE WITNESS: Yes; when I use Rail Form A 


I use the results as determined by multiple regression, 


MR, MAURO; Q. Dr. Edwards, on this matter 


of precision I refer you to what you said on page 2760 


of Volume 19, It is towards the bottom of the page: 


"As stated, in a number of areas, par- 
ticularly in regard to using other than winter 
operations for development of switching time 
for the study traffic and the development of 
car miles on normal routing only, procedures 
were adopted which understated the variable 
cost. Understatements in areas other 
than those referred to have also been dealt 
with previously. ln the portion of constant 
costs associated with the study traffic there 
is an understatement on the basis described 
earlier which amounts to some $1] million 
for Canadian Pacific alone. 

"Overall, it is obvious from the procedures 
followed by the railways in the cost studies, 
a deliberate course was adopted so as to be 


conservative in determining both the variable 
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and the constant costs chargeable to the movement 

of grain and grain products to export positions 

in western Canada .. ." 
We are going to discuss some of these products that 
have resulted in these additional costs, but right now 
I am concerned about your statement in December that 
you followed a deliberate course to be conservative, 
and I would like to refer to Exhibit 132. Tiie 5. che 
May position of the C.P.R. 

You told us in December that the C.P.R. was 
being deliberately conservative, Now, on page 3 of. 
seven pages I notice that the adjustment per yard time 
resulting from additional field studies has been 
reduced by $51,900; so in December their deliberate 
conservatism included an additional $51.900 on that 
item; but they became even more deliberately conser- 
vative in May and took it out? 

A. I haven't found your line, Mr. Mauro, 

I am sorry. 

MR, SINCLAIR: Lt ie. cage 3 ongic 

MR, MAURO: Oyo It A8aGheurrony :1Gomy..5 < 

MR. SINCLAIR: Is there a question on that? 

MR. MAURO: Q. They are more deliberately 


conservative in May, to the ture of $51,900, than they 


were in December. The position in December -- they 
have been more precise and more conservative on 


this item in May? 


A. Oh, I wouldn't use the term "conserva- 


tive," Suggestions were made that there might be this 
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refinement in train-to-train Switching matters, and 
they made that; they were conservative to the 

extent that, having ruled out certain minutes in 

this respect they didn't gO back and charge the minutes 
which had been thrown out and put them in again in 

any other train handling. They took the loss, but 
didn't go beyond that. 


Qc They took the loss of $51,900 and were 


even more conservative in May than they were in Decembex 
and Item 2, the increase of maintenance of switches by 
$194,000 in May; so in May on this item they are not 


quite as deliberately conservative as they were in 


December? 

A. Well, I am sure they were not deliberately 
leaving out depreciation; that was just a straight 
error, 

Q. Then, the maintenance of signals has 
been decreased by $53,000 and the maintenance of water 
by $27,000; so, again, we have increased conservatism 
by deliberation in May as opposed to the December 
situation? 

MR. SINCLAIR: Is there a question? 

MR. MAURO: I have others. These are all 
questions he can answer at once. 

MR, SINCLAIR: I don't think so. I think he 
might want to answer the questions one at a time; and 
I wish to ask if counsel would put questions instead 


of making a statement, because it is obvious that the 


Witness is waiting. «. 
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MR. MAURO: Q. In December you said that 
the railways followed a deliberate policy to be 
conservative, and I am saying to you that on those 
last two items I mentioned they peaueca, the maintenance 
of signals by $53,000 and the maintenance of water 
and fuel stations by $27,000 -- that they were more 
conservative in May, regardless of the deliberate 
policy of conservatism, than they were in December -- 
that the May decision made them $70,000 more conser- 
vative? 

MR, McDONALD: What is the question? 

MR, MAURO; That they are more conservative 
in May. 

THE CHAIRMAN; Pu, it an, the form of a 
question. 

MR, MAURO: Q. Do you feel that they are 
more conservative -- more deliberately conservative 
in May, having reduced those items by somewhere 
around $70,000, than they were deliberately conser- 
vative in December? 

A. Are you talking about items 1 to 5 
on page 3? 

MR, SINCLAIR: No; 3 and 4, 

THE WITNESS: 3 and 4? 

MR, MAURO: Q. 3 and 4? 

A. No; I don't think they are either more 
conservative or less conservative. 

Q. They are more precise, then? 


A. They are more precise. 
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(Mauro ) 
Q. Then, on page 6, item 17 -- "train other 
Supplies" -- they have re-computed that and come up 


with a quarter of a million added on to pak: So that 
the good, charitable, Christmaslike et of the 
season has been reconsidered and in May we have a 
figure not quite so conservative, to the tune of a 
quarter of a million dollars, but more precise; so that 
that is a more precise figure than the December figure? 

A. Yes’, 

Q. But in December you felt that the 
December figure was the most precise and the most 


deliberately conservative figure that the Canadian 


Pacific could come up with for that item? 

A. No; I don't recall saying the 
alternatives as to conservatism on that. 

Q. I thought your statement was that, overall, 
it was obvious from the procedures followed by the 
railways in their cost study a deliberate course was 
adopted which was to be conservative -- a deliberate 
course -- not just by pure accident -- that this was 
a deliberate, well-thought-out policy of conservatism? 

A. Well, let us take, if you want, some 
illustration... 

Q. Well, Dr. Edwards... 

MR, SINCLAIR: The witness should be allowed 
to give counsel the illustrations which... 

MR. MAURO: There will be re-examination, and 


I am asking the questions. 


MR. SINCLAIR: Counsel has asked a question 
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and the witness wants to give him some examples, and 
I think he should be allowed to do so, 

MR, MAURO; This is the eFiaente of the 
witness in December, and he ig reterring ee; 
MR, SINCLAIR: Well, I think you were 
reading the transcript, and the witness said he would 
like to give some examples, and counsel said "I don't 

want them,” 

THE CHAIRMAN; I think the witness should be 
@ilowed . ,M& 

MR. SINCLAIR; He should be allowed to give 
the examples, You can read them into the record under 
the direction of the Chairman, 

THE WITNESS: There has been exclusion of 
doubling and helper miles in locomotive operations; there 
is the use of normal grain routing without registering 
backhaul; there is no allowance for working capital; 
there is no adjustment of the diesel expenses for the 
fact that the diesels are quite new; the C.N.R. made 
an adjustment to reflect the age of diesels three 
years and over; there has been no endeavour to reflect 
the increase in labour and material prices since the 
end of 1958, 

I think those are the principal items. 

MR. MAURO: Q. If you would turn to page 7 
of the seven pages -- "Constant Costs" -- there has been 
an increase since last December to $1,763,996; so 
that on that item, Dr. Edwards, the policy of conserva- 


tism and precision of last December have not prevailed 
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into the Spring, and this is now the more precise 
calculation? 

a Tiere was no endeavour, tn being con- 
servative, to leave out the terminal edocs 

Q. This wasn't a deliberate course? 


Aas No, 


Q. I thought in December you told us you 
deliberately followed a course of conservatism in 
keeping these costs down? 

MR. SINCLAIR: I ask if this is a question 
or is it a statement? As I understand it, there is 
no question there, 

MR. MAURO: I am sure the witness will 
answer, and if he doesn't my learned friend will get 
Up and speak and demand that he answer, and we will 
gO along. If the witness likes to answer he is free 
to do so, 

MR. SINCLAIR: The witness is waiting for 
the question of counsel and is not answering statements, 

MR, MAURO: Q. Well, you will have to 
bear in mind my statement earlier in your evidence that 
in December you told us they were deliberately follow- 
ing a course of conservatism; but what you are now 
telling me is that that deliberate course of 
conservatism did not go to cancel out $1,700,000 of 
terminal constant costs? 

A, The conservatism did not go to the 


extent of leaving errors in the study when they were 


discovered, 
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TORONTO, ONTARIO 


(Mauro ) 
if 
; Q. But for the sake of precision they .., 
: A. They corrected the error, which is the 
r appropriate thing to do. | 
: Q. In the revised cost submitted in 
’ Exhibit 132 Mr. Stenason explained that there was a 
: discussion with their consultants and it was decided 
: to apportion constant cost on a different basis to 
5 that previously submitted, I take it that this 
10 difference was that they now included these terminal 
i constant expenses? 
12 A. Yes; and to reflect the revision of 
3 track miles; they used miles maintained rather than 
14 miles operated, 
15 Q. It was on the basis of ..., 
16 A. They used miles of track maintained 
17 rather than operated, 
18 Q. And how did they allocate that -- on the 
19 Same percentage basis? 
20 A, The procedures followed from there on 


1 out arithmetically. 


22 Q. And you approved of that method? 


A. yes, 


Q. You have referred, Dr. Edwards, to the 
Transcontinental Division Case, Docket 31503, which is 
referred to in your evidence, and you were a witness 
in that case, were you not? 


As. Yes. 


(Page 12720 follows ) 
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(Mauro ) 12720 


You submitted an exhibit in that case, and I am 


reading from page 16; 


oLe assigning expenses to a particular 
traffic on a cost of service basis, the 
cost analyst is limited to those expenses 
which come into existence when the traffic 
is handled and which disappear when the 
particular traffic disappears. Stated 
differently, his apportionments are 
inherently limited to the variable 
expenses that respond to the appearance 

or disappearance of the traffic, 2 A er 
the avoidable costs. Beyond this point, 
the apportionments cannot be based on 
cost behavior. If made at all, they must 
be arbitrary and hedged with assumptions 
which usually must depart in varying 


degrees from reality." 


Do you still hold to the view expressed in the 
Transcontinental Divisions Case? 

A. iohold to that view, but-before the case 
was through I put in fully distributed costs 
as that was a division case reflecting divisions 
between the Mountain Pacific roads, the Midwest 
roads and official territory roads. Each of the 
other groups put in fully distributed costs. We 
fought out the battle on an out of pocket costs 
basis and took the total revenue needs and 
introduced them in lump sum amounts of revenue 
requirements for those roads and stated that in 


making of divisions by the Interstate Commerce 
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TORONTO, ONTARIO 


(Mauro ) 


Commission between the east, midwest and far 
west, the commission should give consideration 
to the respective needs of the various carriers, 
and I introduced a great many factors. However, 
the other carriers saw fit to reduce these revenue 
needs to a unit basis, and towards the end of 
the proceedings we decided likewise to do so, not 
knowing the extent to which the commission would 
be influenced by a Showing of fully distributed 
costs. So, we stood on our principle. Never- 
theless, our opponents had gone to fully distributed 
costs, and we did so for the reasons I have Stated. 

Q. Now, we will go back to my question, 
whether or not you still are of the opinion that 
in assigning expenses to a partigular traffic on 
a cost of service basis, the cost analyst is 
limited to those expenses which come into 
existence when the traffic is handled and which 
disappear when the particular traffic disappears, 
and this point that the apportionments cannot 
be based oft*cost behavior, and, if made at all 
they must be arbitrary and hedged with assumptions 
Which usually must depart in varying degrees 
from reality? 

A. Yes, I think that is a fair statement. 
That is in substance what I said this morning. 
That is cast in different words. 


Q. And on page 17: 


"Statistical efforts to distribute the 
constant cost or burden are usually more 
misleading than helpful. They assume all 


traffic is identical per ton and ton mile 
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in its ability to contribute to revenue 
needs. Nothing could be further from the 
facts. Most raw materials make a unit 
contribution far below the average, whereas 
most manufactured items contribute well above 
the unit average, but even this rule often 
does not apply uniformly. On some commodities 
short hauls make a high unit contribution and 
on others, it is the long haul. Some 
traffic contributes little or nothing, as 
Shown in the commission's burden studies. 
Because rail traffic is not homogeneous 
as to ability to pay, fully distributed cost 
comparisions based on a ton and ton mile 
pr orate of constant costs can be very 
misleading. Sometimes volume moving. 
traffic with lower than average ec 
contribution may make the highest dollar 
contribution because of volume. Even Worse, 
hypothetical statistical distributions on 
the prora$a ton and ton mile basis cannot 
indicate whether a carrier's urgent financial 
needs are being met in total, met in part, 
ak. not, met..2t alls nor can they distinguish 
or otherwisethrow light on the traffic sources 


F tt 
for a recovery of these needs. 


You have no reason to change your mind on 
that basis? | 
A. No sir, except that this question of 
high rated traffic which moves above fully 
distributed costs, that, with the increasing 


competition, an erosion of that traffic to highway 
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carrier movement, and to private carriage in 
narticular, it is not quite as true as it was 
in my earlier writings, 

Q. When did you put this one in? 

A, Well, let me finish my sentence, It 
is not quite as true, that you can recover your 
revenue needs with a substantial degree of 
freedom from the high rated traffic. That was 
the substance -- that turn of events is coming 
about and qualifies what I said earlier \ 
this morning. x know the date of that is recent -- 
what year was it -- 1959 or 1958? 

Q. 1958. The final arguments are just 
being put in on some of them. 

A. Well, that may have been before I did 
a little job for the Soo Line in the case and 
discovered that the railroads in the United States 
have been Stagnating for the last ten years and 
are not hauling any more traffic today than they 
were in 1947, 1948 and 1949, and there has been 
a heavy loss of the higher grade traffic and the 
revenue on that traffic, 

Q. This was at the same time as some of 
our friends from the railways were preparing 
their costs, and since that time you have had 
experience of different problems which would 
lead an honest man to make changes in his 
approaches? 

A. If you read ,’some of my other testimony, 
which you don't have, you would be informed. 


Q. Well, I have got a fair amount more. Now, 


at page 38 of the same exhibit: 
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"Included in the intra-mountain-Pacific 
traffic are low rated commodities, such as 
logs into lumber mills, and ore into 
smelters, which produce outbound commnodities 
moving transcontinentally. That the rates 
on these commodities are very low has been 
Shown in the Commission's burden studies. 
In dealing with this traffic, the cost 
methods applied by Witnesses Heywood and 
Carpenter assume that such traffic can 

make and is making, a contribution to overhead 
burden per ton and pen ton mile equal to 
that of all other commodities, including 
the outbound lumber and smelter product 
movements. In view of the low rates on 
these raw products, such assumption of 
equal ability to pay of raw and finished 


products is plainly unsound." 


Ne Is there a question on that? 

Q. Yes: do you change your -- I am quoting 
you ana asking if you are of the same mind? That 
iS my question on all these quotations? 

A. Yes, but reading a sentenee in theve, 


I didn't follow the point -- in the middle of it. 


Q@. The point I was interested in was: “In view 
25 of the low rates on these raw products, such 
6 assumption of equal ability to pay of raw and 
” finished products is plainly unsound." As 
I understood that case, Heywood and Carpenter 
e were suggesting they should -prorate on a 
29 
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fully distributed cost basis of ton miles on all 


the products handled by the Mountain Pacific in 
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intra-Mountain~Pacific traffic, and you, very 
proper ly, pointed out this is completely. unsound, 
pecause much of their traffic is on low rate 
commodities, such as logs and ore, and you 
concluded with the sentence, "In view of the 

low rates on these raw products, such assumption 
of equal ability to pay of raw and finished 
products is plainly unsound", and I ask you 
whether today you are of the same opinion? | 

A, Oh yes, I am of the same opinion. You 
mentioned earlier again this afternoon that 
coal was making this greater contribution, but 
with the loss of contribution on other traffic, 
that still leaves this ee unsolved, Even 
if one commodity may make more contribution, 
still the total contribution may not be enough 
to satisfy revenue requirements. 

Q. That is what you and I discussed on 
coal, that the statistical contribution was 
meaningless without the volume? 

A. It goes beyond that. Coal makes this 
very heavy contribution, yet that doesn't mean 
automatically that certain large eastern 
coal hauling railroads are making a full anda 
‘reasonable rate of return. t takes a lot more 
than coal to do it. 

Q. But in determining a rate on coal you 
would be arennuad with whether or not coal was 
making a just and reasonable contribution? 

A. Yes, but this other point is essential. 


} Q. One other reference. In your cone lusion 


No. 2, page 41, you say: 
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(Mauro ) 


"The study of the costs directly associated 
with transcontintental traffic does not 

deal with the contribution which this 

traffic should make to overhead burden, 

as this is a question that cannot be 
determined by accounting cost.formula but de- 
pends upon the economic and financial facts 


affecting the respective groups of roads." 


You have no reason to change your mind on that 
statement? 
A. No sir. 


~--Adjournment. 
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Ottawa, Ontario, 
Tuesday, 
May 31, 1960 


=~. On resuming at 10.00 a.m. 


THE CHAIRMAN: Order, please. Mr. Mauro? 
MR. MAURO: Thank you, Mr. Chairman. 


F,K, EDWARDS, Recalled 


CROSS-EXAMINATION BY MR, MAURO (cont'd. ) 

FR. MAURO: Q. Dr. Edwards, when we adjourned 
yesterday we were discussing this matter of multiple 
regression analysis, and particularly with reference 
to some of the cases that you have appeared in and 
testified on various costing techniques. I have re- 
ferred you to the Transcontinental Divisions case, 
and I would refer you now to your exhibits T-315 in 
Docket 31505, which is commonly referred to as the 
Mountain-Pacific submission. You were discussing the 
matter of the need for direct cost Dr. Edwards, and 
that is the heading at page 9, and at page 10 you 
continue: 

‘ The Mountain-Pacific cost study goes further, 
it is believed, toward the attainment of the 
full limits of direct cost assignments than has 
heretofore been accomplished. It has applied the 
principles of Rail Form A and other more refined 
formulas issued by the Commission's staff; it has 
recognized the pronouncements of the Commission 
itself concerning the inherent nature of rail costs, 
particularly as bears on the treatment of the con- 
stant costs, and the impossibility of apportioning 


these costs to specific units of traffic on any cost 


of service basis." 


| ennernd. awadgo | - 
Rent ae a aos, 1h i “= 
hy oder le ya | 5 es ator 
Tel artmuaet a 
- iy 


: ‘ ae 
7 : i ne 


fousaM . aM + San0fg, rob MAMSLAD -. Hind 
| : | 
_-neaazad Mt woe. teed > ORUAM mm 


a 
an 
a € 
i. 


ellsveR . Sana 2.4. _ ee | 


ee eh am 


ee at 
| , 


| ( et #09): ONUAM AM Ya worn ALMAXS aie ; 

benuo(bs ow forty ,BbesweE: a .@ :ORUAM , Am bee - 

| ofytiina Yo reddim- etas antessoetb STsw ow YabT Bo" | 7 

someretet asiw yirsluohiisq bos aah ti wotesonger |! 

| } bres o£ ertacuae ever -woy tend¢ & S889 “ond, i emo ot 
. 
| 
| 
| 


oY ovan LL. .aoupindoed Bnldeos: suolway no vernaseed | 
‘] 


Seek 
nt erty T gtididxe woy oF wom VOX tsteor bluow I. Bas _ 


ie 


one an ot borretoy ylaommoo ef dHotdw ,ec0ere: tealae tT : 


8uso anotety Ig Padwent dap pene oid ot Oy bore 


ih 


ort it tween stew voy. totes hoiie ot ttontamésoan 
| Sets .@hyswhS .ed teoo toonkb «dwt.beent pee a sone 
| ) woy OL eysq de bas .0 ogaq ts satbsed oft ef dad 


; a Mh euritinos 
) | Sehtiuls Boon cute #205 ottlost-clatavoM adT | ne 

| ; efit So dnemiletis edt brawod .bevetfed at If iy 
asi. osdd asnemmtaas teoo. toentb Yo avimil (iat 


oH}. Seilage and. HT. Sodall qaoaes ased sxvotesetent 
Sealte: #2 vg, serigo fuiec A arot Lisi to eefqtoatrg 
gad ch trade a'notseimmed aft yd Beynet. esl umzo 2 


i xotealmmod sid to asnemgonuoao7g ona bes tagooet 


Isafaco [tot to emdga taoreddet add sntaxeonos canada 


anianolhisoqge to edtLbatasocnt add bas <8 


oo Yas ao otter Yo ee ait 


215 
16 


ANGUS, STONEHOUSE & Co. LTD Edwards, Ccr-Ex. Lew29 
" TORONTO. ONTARIO (Mauro) 


I asaume that your opinion as expressed in 

Exhibit T-315 of the Mountain-Pacific case to the 

effect that it is impossible to apportion this constant 

cost to specific units of traffic on any cost of service 

basis would be valid as in May, 1960, as it was at the 
time you voiced that opinion? 

A, Yes; and in speaking of that cost of service 
apportionment I refer to the test that the costs are 
variable with the units of service performed, because 
from time immemorial costing throughout industry has 
lumped in on a percentage and overhead basis -- on 
a percentage basis various overhead of a constant and 
a fixed character, and those commonly have been referred 
to as costs, costs of the operation, or costs of 
segments of the operation. So when TI speak of the 
impossibility of it I am referring to this precise test 
of attaching the expenses to the variable units based 
on the variability of those expenses with those units. 

Q. The next reference I would bring to your 
attention is that of Docket 31503, Exhibit T 635, 
witness Ford K. Edwards, the Transcontinental Divisions 
case. I am reading from page 18 of your exhibit: 

‘ The reason for the unrealistic results 
produced by the Meier-Gepfert calculations appears 
from the assumptions inherent in multiple regression 
calculations, and the failure of the data upon which 
the calculations were based to comply with those 
assumptions. One of the fundamental assumptions 
underlying the use of multiple regression is that 
the so-called independent variables are independent. 


Thus, when total maintenance costs are expressed as 
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1 

2 . a function of gross ton miles and miles of track, 

3 the gross ton miles and miles of track are assumed 

4 to be independent; that is, one is not the function 

5 of the other. If this assumption is not correct, 

then the least squares calculation becomes either 
impossible or meaningless, depending upon the de- 

: gree of correlation or lack of independence. That 

8 is, if there were a perfect linear relationship 

9 between gross ton miles and miles of track, it 

10 would be arithmeticaly impossible to go through 

11 the usual least squares calculations to determine 

2 regression coefficients. If the relationship is 

a not perfect but there is, nevertheless, a strong 
linear tendency, it is then possible to go through 

oe the mechanics of the least squares calculations 

55 and arrive at arithmetical values. The values 

16 So resulting, however, are said to be unstable and 

17 are often quite meaningless, and this is the case 

18 with the Meier-Gepfert calculations. 

19 The reason for the results produced by the 

20 Meier-Gepfert regression calculations lies in the 
fact that included in the 19 Midwestern complainant 

a roads are some roads that are very small, and at 

pay the other extreme a number of roads that are 

23 relatively large. The small roads have few miles 

24 | of track and few gross ton miles. The large roads 

25 have a great many miles of track and accumulate a 

46 great many gross ton miles. There is not a perfect 

4 linear relationship between miles of track and gros 

i. ton miles, but there is certainly a strong linear 

4 tendency. For these 19 Midwestern roads the co- 

29 
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2 4 efficient of determination between miles of track 
| and gross ton miles is 89. This means that 

89 per cent of the variation in gross ton miles is 

explained by the variation in miles of track, With 

such a strong relationship between variables 
assumed to be independent, it is not Surprising 
that the multiple regression results are meaningles 

The 95 per cent confidence intervals shown fo 
the Midwestern roads on sheet 1 of Witness 
Gepfert's Exhibit MW-531 range from minus values 
to plus values. This means that the constants 
per mile of track contained in these regression 
analyses are not Significantly different from 
zero. Whatever answer is obtained, whether plus 
or minus, is more of an accidental nature than a 
meaningful figure." 

I aspume that the general analysis that you 
have submitted there, Dr. Edwards, in regard to the 
multiple regression calculations and the need to 
assure Oneself of independence, real in- 
dependence, still applies today, but you would 
apply this criterion and this check in assessing 
any multiple regression coefficients to determine 
whether or not they were really independent before 
accepting as meaningfulor statistically significant 
the results of those regressions? 

A, That is right. Our problem -- the western 
roads introduced these regression formulas for maintenac 
of Way which brought out wide varieties of results 
including showing that the constant costs were not only 
Close to zero but in one instance was a minus quantity, 


and that all costs -- the implication there being that 
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costs were variable, and this reply here was an 

3 analysis of the wide varieties of spreads which they 
4 introduced and left the limited comment upon them. 

5 That statement was prepared by myself with the 


assistance of regression analysists retained by-our 


: people in the Mountain-Pacific case. 

: Q. Did you check the coefficients of Messrs. 

: Stenason and Bandeen and Satisfy yourself that the co- 
9 efficients utilized particularly by Mr. Stenason were 
10 meaningful, that there were no minus coefficents, and 


11 that all of the coefficients brought results Ssignifi- 


12 cantly different from zero? 


13 A. Yes, I did that. I can best explain the 
4 Situation by giving you the whole background of this 
matter. It was desired in this case, as in the 
a Mountain-Pacific case, to » separate main lines from 
branch lines and to take advantage of whatever technique 
17 were available, and multiple regression techniques are a 
18 very useful tool,and they are increasingly so, because 
19 we have access to”electronic machines that permit the 
20 rapid application of the sie ick 
In my first contact with the railroads I 
: was informed that they contemplated multiple regression 
22 
tests and they asked if I had any suggestions. My 
4 first suggestion was that they bring in the services 
24 of an independent consultant, which we had available 
25 to us in the Mountain-Pacificcase, a professor from 


26 Chicago University, and Dr. Hood was brought in. 

27 Mr. Stenason and Mr. Bandeen both had training in this 
28 area. Multiple regression tests were run for a wide 
variety of accounts: they were run for yard and way 


switching, they were run on freight train car repairs, 
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they were run on maintenance of way. My area of 
operation in that was first to take the benefits of 
gression analyses that the experts could provide and 
that they would make the mathematical and technical tests} 
and that was done by these gentlemen and by Dr. Hood. 


Dr. Hood put his stamp of approval on any values that 


we used. In addition to that, however, I recalled the 
test that I thought desirable in the Divisions case. 
For testing the constant cost we might go out and find 
where we could in the accounts and in the operations 
get the thing we are seeking to isolate through re- 
gression. This was done by the C.P.R., and their 
actual maintenance expenses and some thousands of miles 
of branch lines and their investment® were laid against 
the results of the regression, and there was very 
little difference found. 

Another test ultimately in this test -- 
regression is fundamentally boiled out to produce only 
the maintenance of way accounts. It is used for various 
overhead, small overhead accounts and individual accounts} 


but the weight it carries in the study is largely 


limited to its use for maintenance of way. Now, that 
provides another test. I have been working with 
maintenance of way per cent variables as long as I have 
been in this cost work, and I have always been keenly 
interested in what is the per cent variable that is 
found in an operation for a given density. The 
maintenance of way expenses for these two roads were 
found to be 37 per cent variable in the case of the 
Canadian Pacific, 39 per cent variable in the case of 


the Canadian National. Now, considering the density of 
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their traffic, that is just about where I would predict 
their per cent variables to be. On high density roads 
in the United States the per cent variable may go up 

as high as 7. 


(Page 12740 follows) 
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The average is close to 60 per cent of density some- 
where in the neighbourhood of six million gross ton 
miles per mile of track, Theirs is somewhere in 
the neighbourhood of three and a half to four million. 
So we had the benefits of regression analysis; 
we had the benefits of turning to areas where the density 
was very small. The thing you are trying to isolate is 
sitting there before you to be picked up, and we had the 
general experience ratio, at least I have had a wide 
range of railroads, where you can fairly well predict 
for any density within a fair margin of what the per 
cent variable would be. 
Q. Now, Dr. Edwards, in your review of the 


work of Stenason and Bandeen, did you come across any 


minus coefficients, did you personally see any co- 
efficients of minus values being used? 
A. I think they had a minus coefficient in 


the yard switching. 


Q. You would certainly, following your long- 


established views on this matter, have rejected any --- 
A. You mean minus coefficients? I mean 
minus constants. You are talking about minus co- 


efficients. 


Q. Let us settle with the coefficients 
first. Did you observe with any of these formulas 
that were finally adopted, that there were minus co~ 
efficients? 


A. T won't. 4cnow) 4e- 


ol Qr + ad 
Q. No? What about minus constants? 
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A. I believe there was Something approaching 
a minus constant in yard expenses, yes, they had a 
minus constant of $25,000, which means that the expenses 
are slightly over 100 per cent variable. When they 
are then you get a minus constant. 

That is close to my own observations on yard 
operations over a period of time, that they are practi- 
cally or at 100 per cent variable, maybe over 100 per 
cent variablesmeaning that as added traffic is added to 
a terminal operation over a period of years, and you 
either run into congestion or you have to enlarge the 
facilities in some degree and yard switching becomes a 
little more complicated and the transfers a little 
longer -- that, with the growth of traffic in the cars 
handled and their total through those yards, including 
origin and destination switching work, the expenses 
can gO up as fast as, or can go up even a little faster 
than the rate at which traffic is added. Now, that is 
the substance of that minus constant. 

Q. Now, in your statement in the Trans- 
continental Divisions case you mention this figure 
95 per cent confidence, and I wondered whether you 
would tell this Commission what you as a most experienced 
man in this costing field, would accept as the limits 
of confidence, the standard of error, the point at which 
you would hold that a result was sufficiently insigni- 
ficant or significant? Would you accept the 5 per 
cent standard of error or 95 per cent confidence interval 


or would you accept nine per cent or eight per cent? 
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What is your range, Dr, Edwards? 


A. When I came to those tests, as I have ex- 
plained, I first got some good men around me, sat down 
with them and had them tell me -- in the Diviaténd 
case we ran many, many regressions, tested many models, 
Those models all came to me, and when they came to me, 
why, we sat down with the men that had prepared them, and 
our advisers, and analysed them as to their tests of 
Significance; but the 95 per cent and 5 per cent factors 
you mentioned are commonly used, I know, and used by 


them, 


Q. I mean, you and I, Dr. Edwards, when I 
questioned Mr, Stenason about that fact and referred to 
problems in costing, I thought that I was using elementary 
costing. Two and two make four, that is still elementary), 


but it is a pretty important truth. You and I know that 


Statistically in the United States in the use of this 
material, 95 and 5 per cent is the statistical level? 
A. I wouldn't say it is a statistical level. 


Maybe you do not find a regression that satisfies the 


Specific test, but I am not setting that down as the one 
and only test. 

Q. Not the one and only test? 

MR. SINCLAIR: I must say, Mr. Chairman, it 


is interesting to note that counsel knows these things, 


and that means he is going to get on to standards. 
THE CHAIRMAN: I think we should recognize 


that he has done considerable homework. 


MR, SINCLAIR: We would like the opportunity 
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of testing that, if weight is going to be given to the 
counsel's statement. 

MR. MAURO: I am cross-examining and I can 
put questions to the witness in any manner I see. faveoan 
IT-put-to you that -~-- 

MR. SINCLAIR: With respect, I do not think 
that is right. He has to put questions to the witness 
in the proper way as the Commission sees fate 

MR. MAURO: I would put it in the manner in 


which the Commission sees fit and not counsel for the 


MR. SINCLAIR: That is what I said. 

MR. MAURO: Q@. I put it to you, Dr. Edwards, 
that you would not touch a coefficient at 90 per cent 
as suggested by Mr. Sténason; unless you had been men- 
tally fumigated that is completely abhorrent to a man 
of your experience. 

MR. SINCLAIR: The language used by counsel, 
I think, is improper, "mentally fumigated". 

MR. MAURO: Q. I say a man of your past, 
Dr. Edwards, would not accept a coefficient at the 90 
per cent level as suggested by Mr. Stenason -- i mean 
what I say -- because I have that respect for you, be- 
cause it would be intellectually abhorrent to you to 
take a coefficient factor with that margin of error at 
90 per cent level? 

THE CHAIRMAN: You are asking him? 

MR. MAURO: That is quite right. 


THE WITNESS: Well, you really put me on the 
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spot, because I have been making cost studies for 


twenty-five years all over the country that had wide 


acceptance, and it is only in the last couple of years 
or sO that we began using these tests. So that when 
you say I would have backed away from this, we did not 
have multiple regression until IBM brought in the 650's 
in the last year or two, so in my past work we used 
simple regression on a vast scale by individual 
accounts isolating the expenses on the same railroad, 
on railroads of different densities; and out of that 
came this 80 per cent, variability per cent 80 to 90 
which we have used at the 80 per cent level. 

Now, when you said I would never have used 
this confidence limit that you speak of, obviously I 
did not always have it at hand, 

Q. In the one where you used multiple 
regression in the last couple of years and bearing in 
mind your exhibit in the Transcontinental Case, I say 
again that in your use of the multiple regressions 
in the last two years, with the men that you have sur- 
rounded yourself with to assist you in correlating 


these regression analyses, you would not accept a 


coefficient or a value that had an interval of error 
or a confidence interval or a standard of error beyond 


the five per cent level or at the ninety per cent, as 


opposed to the 95 per cent limit. Am I correct in 


my assumption that you would not use it? 


A Well, to answer you honestly, I would 


have to go back to my advisers and ask them if they 
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1 

led me into this so-called trap or fallacy. L eould 
: not do that at the moment, 
; Q. But you told us that when you surrounded 

yourself with these men in determining this particular 
: case, it was taken at the 5 per cent level, that was 
the advice you received? 
é aR We did not discuss the Specific tests. 
A We had all the tests before us, and the teststhat I 
- had before me in that case were not only those tests 
“ but the fact that in using, as I recall, in our track 
12 variable for certain limited track accounts which are 
13 our key accounts, maybe in the exhibit I think we used 
mi somewhere around $980 a track mile. My office went out 
15 and examined some 6,000 annual track miles of abandon- 
16 ment, 3,000 miles of track, and, without allowing for 
7 deferred maintenance I came up with a factor of $40 or 
18 $50 different from that. We adjusted for the deferred 
19 maintenance and we came up with something very close 
99| %° this value here within $30 or $40 of it, so it is 
1 that body of tests that led me to that confidence as 
2 well as the statistical tests. 
Pa Q. Yes, it is rather coincidental, as a matter 
g4|| Of fact, Dr. Edwards, that in this exhibit, when I was 
25 discussing it with Mr. Stenason, he told me that he re- 
96| Jected any arbitrary statement of the five per cent 


oa Significame and there were certain coefficients sig- 
28 nificant at the 10 per cent or at the 90 per cent 


29 confidence interval, and in this very exhibit at page 


30|| 13 you said: 
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1 
"For these 19 midwestern roads the 

F coefficient of determination between miles of 

. track and gross ton miles is .89. This means 

‘ that 39 per cent of the variation in gross ton 

: miles is explained by the variation in miles 

: of track," 

7 

; In other words, at the 89 per cent level, 

4 "With such a strong relationship between 

* variables assumed to be independent, it is oe: 

" surprising that the multiple regression results 

" are meaningless." 

13 So that in that exhibit you properly, through the 

14 instruction of your adviser, have rejected as meaningless 
15 coefficients and variables that resulted within one 

16 per cent of what Mr. Stenason has said he has accepted, 
17 and you go on to say that you would accept as your 
18 minimum requirement of confidence, the 95 per cent 

19 interval of confidence or the 5 per cent standard of 

99 error? 

1 Ag I think it explains it. 


Q yes? 
A. The point I was raising, that you have 


got only a fraction of my exhibits on the constant 


costs that were used and that the tests used. That is 


the point I am explaining. 


THE CHAIRMAN: Mr. Mauro, what is the date 


of that exhibit? 
MR, MAURO: I will get that for you, sir. 


It is part of 31503. I do not have the date. 
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THE CHAIRMAN: In what year? 
MR, MAURO; That would be, I think, in 1958, 
I will make a note to get the accurate date for you, 
Mr. Chairman, 

MR. SINCLAIR: Mr. Chairman, so that I 
may understand it, did I understand counsel to say that 
the 39 per cent that he referred to there was within 
one per cent of the amount that was here? LEO a 
wonder if counsel would explain what the question was 
based on because I cannot follow it. 

MR. MAURO: The witness understood me, Mr. 
Chairman, and when the time comes to argue my learned 
friend and I are going to understand it. 

MR. SINCLAIR: Mr. Chairman, I think I have 
the duty here, and if the question put by counsel is 
that the 89 per cent is one per cent -- that was 
referred to there -- from the 90 per cent --- 

MR. FRAWLEY: Mr. Mauro is doing very well 
in satisfying the witness. I don't know whether he 
will undertake to satisfy counsel. 

MR, MAURO: Counsel may ask the witness him- 
self. It is his witness. 

THE CHAIRMAN: Dr. Edwards, I wonder if the 
witness and counsel are at cross-purposes, I think that 
the witness and counsel understood one another, isn't 
that true? 


THE WITNESS: I believe so. 


THE CHAIRMAN: Let us get on the rails again. 
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Q. One further reference, Dr, Edwards, to 
material you submitted on this question, and, asa 
matter of fact, I think you told us this experience you 
had during the testimony yesterday, but Heiweucnt i 
would put it on the record -- the Interstate State 
Commerce document 31503, The Akron, Canton & Youngstown 
Railroad Company, et al vs. The Atchison, Topeka & 
Santa Fe Railway Company, et al. This is the cross- 
examination of you by Mr. Freeman at Washington on 
April 3rd, 1959, and I am referring to Volume 40 of 
the transcript, pages 9243 to 9250: 

"Q. Does it raise statistical questions, 
questions of the statistical reliability 
Of ene proceaure? 
A. It raises questions as to the practical 
meaningfulness of the data. 
Q. But not technical statistical questions? 
A. Oh, I had no question on the technical 


questions involved -- technical applications 


Qe From your standpoint is the standard 
error for the 14 Transcontinental Defendant 
roads of $176, under Equation "A" a satis- 
factory standard error? 

aie Well, I would say it is still a substantial 
range in the confidence intervals. 


Q. That is, you do not regard it as satvis- 


factory? 


A. Well, it is hard to take this data and 


é 


shyawhs .1 (ea aetsTst sonia Set oo ¥ 


ae 


. 
ae : 
nolaweoup’ elds ao opines % E gined 
| : i ine : 
bqn2 Bia en bios wey aaety I ,FoB) Bordas 
, 
dict .yélnedesy Godintves? Sd Betas & 
een: 
3 16 JE JH SLE OW 
eh) OCLE vhonusol wees 
.wesqmod Beart 
owiteht 8f Bowse 
a 
‘to adliantanxs 
220 bee Lrg” 
,»of%98naI7 off 
' 


aso 


Lagneatisnosanaety PL site tot ae rie 


ae Hotteupa rob Oye 46 sBacen 
7 

vro1is Sebastes wiesse% 

oA 


- 
A ; . aay. ' 
-alevietut sonsbrsn0s sit hy Nf ee 
a 
-algze #e dt cies all Jor ob nous venllee a 
- _ ct 


' _ 


" 


“ANGUS. STONEHOUSE & Co. LTD. Edwards, cr-ex 12749 | 
a 


TORONTO. ONTARIO 


(Mauro ) 


qualify it or characterize it as satisfactory or 
unsatisfactory. These tests are measured as an 
approach to a problem -- a theoretical statistical 
approach to a problem that can be helpful and can 
be appraised, but they certainly have to be 
appraised in the light of practical observa- 
tions. 

With the Cost Section we made various 
attempts at correlation analysis and determina- 
tion of per cent variable, and staff members 
too had taken courses in the subject. Sometimes 
the figures would comport with observations and 
studies of per cent variable of the character 
you were referring to yesterday. Sometimes 
they got results that were, to me absurd. ns 
was intrigued by the subject at that time, I 
might say, I went over to American University 
and took a course of correlation analysis, 
which was a difficult course. 

When I got through with the course I took 
my problems to the instructor, in the ways and 
means of the Cost Section we were arriving 
at per cent variable, and explained them to hin, 
studies of the type that were described in 
Senate Document 63, and of the type that 
were in the statement 4.54, and asked him 
if there was possibility that we could abandon 
those practical observations, or the behaviour- 


ism of observed data for roads having different 
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density levels, and turn for primary reliance 
on mathematical correlation analysis. 

His advice to me was I should keep on 
relying on the type of data we were using. 
Thais other provides possibly supplementary 
approach, but the other gave results that made 
sense -- [ mean the approach we had followed -- 
and is why I have relied basically upon that 
in my own reasoning, I have to be able se 
rationalize the result. I wouldn't trust 
any statistical device that I couldn't inde- 
pendently check by plain observations from 
current data reported in the accounts and in 
the statistics. 

Q. When you say observations of data, you 
are referring to the kinds of data that are 
reported in 4-54? 

A. Yes, and in this instance here of data 
in the abandonment analysis we have made, 

Q. So when you find a value in your earlier 
study for 39 freight roads, using regression 
analysis of $907, you are not relying on the 
regression analysis, as such, for your con- 
clusion? 

A. I am not relying upon it independently. 
I want to check it against the observed 
data." 

My purpose in putting that into the record, 


Dr. Edwards, is simply to ask you that where you adopt 
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the procedures of the Canadian Pacific and Canadian 


National in the field of multiple regression, you 


want to tell this Commission that you adopt it in the 
light of what you have said in these cases, that it 
should be checked against observed data, and it has 
many shortcomings as an instrument of precision: as 


that correct? 


A. No, I don't think it has shortcomings 
as an instrument of precision, I think itis probably 
more precise than any of the observations we have relied 
upon in the past. To give the date time, I made a 
reference yesterday to this experience I had, and that 
was back some twelve years ago, and I think the work 
done in the railroad field in multiple regression has 
advanced enormously since around 1948. Those were 
later years when I was with the Interstate Commerce 
Commission. As. to.this: matter of: the- testing, a 
always feel, in making a cost study, whether it is 
small or large -- and certainly when large amounts 
are involved -- that I can never rest until I have 
assured myself from all possible observations that 
the results that come out of that study and the factors 
that went into the study are reasonable in every respect, 


So that I am always interested in any additional tests 


or means, Now, very wide use is being made by the 
American railroads of multiple regression, particularly 
Since many of them have the 650 and other electronic 
machines for their accounting purposes, and there are 


standard formulas available for -- procedures, rather, 
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for running multiple regression tests, and it is being 
widely done, I believe that the results that have 

come out of those tests have pretty well confirmed 

what we have been doing before, In the Wraridcentinenie! 
Divisions case we were greatly interested in what per 
cent variable we would come up with with the use of 
multiple regression on maintenance of way, the results 

of which have the greatest Significance in changing 

the overall per cent variables, and we came up very 
close to SO per cent variables for the accounts. On 
the higher density roads, as one would expect, we came 
up with, as I recall -- and it is in the record you 

have reviewed and you can probably check me on this -- 
but I think we came up with 81 or 82 per cent varia- 
bility overall for the high density Mountain Pacific 

and E»stern Lines, where they were up around 8 million 
or 9 million gross ton miles per mile of track, and 

the midwest which was somewhere in the range of 5 million 

weno gross ton miles’ per mile’ of track, and that 
came up somewhere around 3 points or so below 80; but, 
they hovered right around the 80 factor we have been 
using for years, based on simple regression tests and 
observations of the type I have described. 
ot Dr. Edwards, on April 3rd, 1959, when you 

gave this testimony there were IBM machines operating 
daily in the United States, the multiple regression 
techniques from April 3rd, 1959, to date -- it is in the 


last two or three years that the refinements to multiple 


regression have been made that you refer to? 
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A, Well, the mathematics were there, I am 
not aware of the broad use by the carriers. Most of 
their purchases of 650 machines have been in recent 
years. 

Q. In recent years? 

A The last two or three years. 

Q. Yes, well, this evidence is April 3rd, 
1959, and on that date when my learned friends were in 
the process of conducting their examination of the grain 
study in the Dominion of Canada, you told Mr. Freeman 
in Washington, "His advice to me was I should keep 
on relying on the type of data we were using. This 
other provides possibly supplementary approach, but the 
other gave results that made sense -- I mean the 
approach we had followed -- and is why I have relied 
basically upon that in my own reasoning. I have to be 
able to rationalize the result. I wouldn't trust any 
statistical device but I couldn't independently check 
by plain observations from current data reported in 
the accounts and in the statistics." 

I suggest to you, Dr. Edwards, that that is, 
in fact, your opinion today, that you are distrustful 
of statistical devices that do not conform to observed 
data, and this is tne position you would want to 
place before the Commission? 


A. No, I am not distrustful of statistics. 


I take statistics and --- 


I think you are misunderstanding my 


Q. 


question, 
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A. You put more into my mouth than I said. 

Q. I am not saying you distrust statistical 
devices. I said you distrusted statistical devices 
that do not conform to observed data, My question 
was, in reference to this, that -- "I would not trust 
any statistical devices that I couldn't independently 
check by plain observations from current data reported 
in the accounts and in the statistics." 

A, No, and I don't distrust multiple regres- 
sion, and I have used it, and in the Transcontinental 
Divisions case we used multiple regression analysis, 
but my experience has been throughout on my cost work 
that when anyone passes me a figure -- when my own 
staff passes me a figure, it must comport in some 
degree with my own knowledge on the subject, because 
I have been running simple regressions for 25 years, 
and when multiple regression came in it would be hard 
for me to understand suddenly that all our simple 
regressions based on the counts broken down through 
the accounting process, rather than relying on 
multiple regression, that the two should harmonize, 
and I would say that the results do harmonize. 

COMMISSIONER MANN: Dr. Edwards, I get the 


impression from what is contained in Document 31503 


that you then regarded multiple regressim techniques 


as supplementary to observational tests, Today, do 


you perhaps feel that observation is supplementary to 


multiple regression tests? 


THE WITNESS: No, I would not say that. 
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COMMISSIONER MANN; There is no quality 
judgment in there, is there? 

THE WITNESS: I can't pick up any: figure 
even on observation until I hunt around and test myself 
against something else. I am inherently distrustful 
that two and two equals four until I add it up myself. 
That is the problem you face when testifying in cost 
cases where great amounts and issues are at stake, You 
are nervous all the time that you have goofed somewhere. 
So, you endlessly test and check. 

THE CHAIRMAN: You test and cross-ct.eck? 

THE WITNESS: You test and cross-check, Since 
I have been in this case I have taken the experience in 
various categories of all the American roads by density 
groups, on their density of traffic, total volume of 
traffic and the relationship of that to their car miles, 
the relationship of empty to loaded car miles, the total 
car ownership, the through trains to total traffic den- 
sity, the relationship and behaviour of the total main- 
tenance of way expenses, the maintenance of equipment 
expenses, transportation expenses. I haven't done that 
in that form previously. I have done it by territories 
and groups. They were just tests to check out whether 


the behaviour of those roads conformed to the density, 
and the general behaviour. That is what I mean by this 


ceaseless testing. 


(Page 12758 follows ) 
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Now, in the 31503, the Transcontinental 
Divisions case, we worked with, and the results of, 
multiple regression, but before the exhibits went in I 
asked the Santa Fe to take some 10 or 20 branch lines 
and scattered areas -- very low density -- and go back 
and dig out maintenance of way expenses. I also sent 
my staff over to the ICC and started drawing up a 
study of branch line abandonment and their testimony 
on roads in the midwest and Mountain-Pacific and, 
eventually the United States, to see if we were coming 
back to what we initially used --$907 per track mile -- 
and later, when the study was advanced -- brought up to 
date -- we used somewhere around $987. We used their 
new precise figures; but up until the hearing ended 
I never stopped trying to see if we were correct. 

So that you say which did I put my reliance 
on? Well, I don't know; but we had started out with 
those observations, and if someone said, "Here is a 
new technique -- multiple regression. Are you in- 
terested?" I would say "I certainly am" and I would 
go to work right away and compare the two by using 
the. mathematical result of multiple regression. 

COMMISSIONER MANN: You feel you would never 
accept any conclusions arrived at on the basis of the 
statistical method unless you had subjected it to 
observational test? 

THE WITNESS: Yes. 

COMMISSIONER MANN: Thank you. 

THE WITNESS: I might say I am not a trained 
mathematician; I have a degree in electrical engineering 


and I have a degree in transportation and economics; 
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that is my background, Now, when the doctors in 
mathematics come in and say, "We can solve your problem, " 
Isay: "That is wonderful"; put I have got to go back, 
in my own homely way and feel my way through to see that 
Supported 

what they have done, substantially or reasonably, reality 
in so far as I can check it. 

MR. MAURO: Q. Mr. Mann refered to whether 
or not you use multiple regression as supplementary 
data, as stated on April 3; 1959, or whether waieipie 
regression is now the core: and observed data corroborative 
and I would like you to tell me and the Commission what 
was the basic formula of your study in the Southern 
Governor's grain case? Was it Rail Form A adjusted, 
or was it multiple regression? 

A. That was straight Rail Form A, with some -- 
well, Rail Form A, as you know, provides for substitution 
of certain direct car counts and car days; but that 
is «.« « 

Q. I usedthe phrase "Rail Form A adjusted". 

A. Well, Rail Form A adjusted has a special 
connotation, because that was used in the Trans- 
continental Divisions case. 

Q. In the Transcontinental Divisions case did 
you use multiple regression as the basic costing 
technique, or did you use Rail Form A adjusted and use 
multiple regression --if usec it at all? To my knowledg 
I couldn't find it in your study at all, but I think 
there might have been some supplementary data. 

You started off with .-.. ? 
Q. We dealt with the Southern Governor!s case. 


No; when you started on the Divisions case... 
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1 
2 Q. The Transcontinental Divisions case? 
3 A. Yes. 
4 Q. Did you use multiple regression as the basic 


5 technique in that case? 

6 A. We used multiple regression as the basic 
technique in the area in which we usedit -- which was 
maintenance of way; maintenance of way only. 

Q. And what about the balance of the study? 

A. We used our other test -- our past ex- 
perience on the variability of the various elements 
of expense. 

Q. Did you use Rail Form A in the Transcontinental 
Divisions case? 

A. No, we used -~ train crews were treated up 
to 100 per cent variable; and fuel and locomotive uwit miles. 

Q. I notice, Dr. Edwards, in many of these 
cases in which you have given evidence, you refer 
frequently to the Interstate Commerce Commission burden 
studies and cost scales as providing basic data to 
you. 

A. Yeu. 

Q. Could you explain to the Commission what 
these burden studies and cost scales are? 

MR. SINCLAIR: I object to that question as 
not having any relevance to the issue being discussed 
and the evidence being put before the Commission. 

MR. MAURO: It has a great deal of relevance 
which I will explain at the time of my argument. 

At the time the Commission sat in Winnipeg 
it 1s on the record that the province of Manitoba shall 


make certain recommendations on this matter. Here is a 
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gentleman called as a witness, and part of the 
examination that I have put in -- cross-examination -- 


has been upon the figures arrived at by the Icc burden 


study. 

THE CHAIRMAN: Off the record this has been 
discussed. 

MR. MAURO: And on the record too, Mr. 
Chairman. 


THE CHAIRMAN: Yes; we might get Dr. Edwards! 
definition ofits 

MR. MAURO: Q. Could you explain what the 
burden study is? 

A. Well, I have in my hand the burden study whic 
is entitled "Distribution of Income Revenue Contribution |by 
Commodity Group." This burden study represents a 
costing under the straight unadjusted rail form proc- 
cedure of all carload traffic in the United States, 
performed annually, on an out-of-pocket basis and also 
on a fully distributed cost basis, distributing the 
constant passenger and LCL deficit per ton and ton-mile; 
then there are two levels of costing by individual 
commodity movements within and between each rate 
territory and compared with the respective revenues ; 
and the amount of revenue in excess of the out-of-pocket 
cost is the contribution to burden -- the burden being 
those expenses which are not variable with the movement 
of an individual car of, we will say, cheese. 

It provides an area indicating the degree 
to which, under the rate structure and the impact of 
the various factors that go into rate-making -- it 


provides a degree to which the revenues equal, or exceed, 
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or, in some cases, fail to equal, the out-of-pocket 
cost; or, likewise, the amounts either above or below 
the fully distributed cost, both percentage-wise and 
in dollar amounts. 

Q. Thank you, Dr. Edwards. 

A. And I might say in the adjusting of costs 
in the study the rate of return referred to as a whole i 
the study is tied back to the amount of actual rate of 
the railroads in that year regardless of what it was. 

When we come to the fully distributed costs 

for all the Peet We ainvd equated all the costs with 
all the revenue; so that whatever the rate was we 
equated it to return so that the relationship would not 
be against some given rate of return but against a 
dead center of earnings, and we would have an accounting 
in the costing for all the expenses and all the revenues ; 
and we tied the two together and said what each 
traffic contributed to the amount above the standard 
actually earned. 

Q. Then, I understand that the cost scales are 


based on the burden study? 


A. Well, the burden study is based on the cost 
scales. 
Q. So that the cost scales are a preliminary 


study and then the burden study is an analysis of the 
cost scales and found in that study? 

A. It is an application of the cost scales to the 
traffic, without any adjustment -- as I referred to in 
Rail Form A adjusted and the other studies that couldn't 
be done without costing simultaneously every carload in 


the country. 
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2 Q. I understand that in the preparation of these 
3 Studies Mr. Gilbert Paar assisted you? 


4 A. that is right. 

5 Q. And I assume that you have found these docu- 

zs ments of great use in your work as a consultant to both 
railways and shippers? 

: A. Well, yes; they are a guide, both used and 

: misused. 

9 Q. And have you any personal knowledge that 

10 such studies have injured the carriers in their operation 

11 of business -- from your own personal knowledge? 

12 AG Well, that is a difficult question to answer. 


13 There were some objections to these studies by the 


carriers to the effect that there would be some mis- 


14 
: application or misinterpretation by parties. 
md 
Q. Have you, from your own knowledge, knowledge 
16 
of an instance where actual injury has been suffered 
lf / 


as a result of the work that you and Mr. Paar did in 
18] these studies? 
19 A. Well, if they suffered they suffered in 
20 Silence in so far as I was concerned, except for these 
broad observations I have made. 

MR. MAURO: I think, Mr. Chairman, that this 
is, perhaps, a good time spot for the recess. 

THE CHAIRMAN: Then, we will take the recess 


now. 


--- Recess. 


(Page 12768 follows) 
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THE CHAIRMAN: Order, please, 

Before Mr. Frawley starts, I think I should 
comment on the fact that this is the last day of service 
of my colleague Mr. Balch, service in the railway, and 
we wish him many happy years of retirement, 

COMMISSIONER BALCH: Thank you, Mr, Chairman. 

MR, SINCLAIR: Mr. Chairman, we who represent 
the railways here have known Mr. Balch, and our pre- 
decessors have known him, for a good many, many eee 
and they have found him an extremely hard bargainer on 
occasion on behalf of certain people, particularly the 
trainmen, 

THE CHAIRMAN: You were not disappointed in 
that. 

MR, SINCLAIR: I was always pleased to meet a 
hard bargainer, but sometimes I wished he was a little 
easier. The men in the railays have held him in 
high esteem, and also the management, down through the 
years, and to know that he is retiring from active 
participation -- I am not fooled by that, because we 
know that the people who take his place will rely on his 
good judgment and great skills in assisting them in 
bargaining with the railways in the future, We do say 
to Mr. Balch, like you do, sir, that we wish him ex- 
tremely well and we are glad to know that his association 
in transportation is going to continue at least for a 
few weeks until this Commission is concluded. 

MR. McDONALD: Unfortunately I was out of the 


room when you made the announcement, Mr. Chairman, aE 
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understand it is Mr. Balch's last day with the railways. 

THE CHAIRMAN: Yes. 

MR. McDONALD: It is quite an occasion. He 
has certainly seen a lot of service, and I don't know of 
anybody who knows more about the practical aspects of 
operating the railway. I wish to convey on behalf of 
Canadian National our very good wishes to our friend Mr. 
Balch, and I hope he continues to enjoy a little 
relaxation, which he deserves, some of the pleasures 
of life, and also give him the opportunity to sit on 
some more royal commissions, 

COMMISSIONER BALCH: Well, it was quite a 
surprise, Mr. Chairman; I didn't think you were going to 
do it, so I haven't anything prepared. But I do want 
to say this, that after thirty-one years in the labour 
movement I feel that there is a great weight gone off 
my shoulders. 

I might say in reply to the two counsel for 
the railroads that I have always tried to cooperate, 
even from the local officials up through the higher 
officials, and I do feel that I still had a good many 
friends from the lowest officer, whichisn't very low, 
to the top. They have always been my friends and I 
have always felt they have been my friends, and whenever 
I have met them to discuss problems I have always felt 
that we were discussing on an equal basis, and I think 
they received me on the same basis as I tried to 
receive them, 

I wish to thank you, Mr. Chairman,and the 


two counsel for addressing those remarks. 
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MR. SINCLAIR; I think it should be recorded 
before Mr. Frawley starts that, with arrangement, Mr, 
Mauro was keeping another commitment and he hasn't 
completed his cross-examination. 

THE CHAIRMAN: yes, Mr. Mauro will continue 
after Mr. Frawley finishes, 

MR, FRAWLEY: I was very glad to note the 
commendation that came to Mr, Balch from his friends in 
the railway. I only want to say, sir, that you 
referred to the many years he had spent in service of 
the Brotherhood, I hope he will not have to spend too 
many years in solving the problem of what is wrong with 
Canada's freight rate structure, and I hope that 
whatever he does he will not lose those good friends 


in the railways and in the rest of the country. 


CROSS-EXAMINATION BY MR, FRAWLEY: 

Q. Dr. Edwards, where did the idea that 
grain moving to export positions in western Canada should 
pay fully distributed costs? Did that come from you 
or had that decision been arrived at when you arrived 
here? 

A. The work as to what the appropriate and 
proper grain rate should be in terms of a rate structure 
and the factors that enter into rate making --- 

Q. I didn't hear that last phrase, 

At -~-- and the factors that enter into 
rate making had been going on under Mr. Roberts! 


direction and his staff, I am sure, simulataneously, 
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and perhaps previously, too -- I don't know -- with the 

work on the costs, and he found, and I presume the same 

is true with the C.N.R., that one cent a ton mile was 

an appropriate and proper and reasonable rate to submit. 

Now, whether they knew what full costs might be at that 

time, I don't know, 

Q. I don't follow you. You say that one 
cent a ton mile was arrived at as what a proper rate 
should be? 

A. You are asking how was a proper rate 
derived. Was that not your question, Mr. Frawley? 

Q. No. Perhaps I have misled you entirely, 
Dr. Edwards. I simply wanted to know whether or not 
it had been decided before you came in as the adviser 
that fully distributed costs would be put up as the 
proper rate for the C.P.R. to receive, or whether or 
not you made the suggestion to them. That is all I 
was thinking of in that preliminary question. Did it 
come from you, or did you find that it had been already 
arrived at when you got to Montreal to consult with 
these people about their cost study? 

Ag Well; let te*see. Your question is why 
did they decide that fully distributed costs was a 
proper rate? 

Q: That Liecright. 

A. Well, that decision wasn't made solely 
on cost considerations. Now, the fully distributed 


costs come out close to the rate that the rate people 


thought was appropriate. 
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Q. We live and learn, Did the Canadian 
Pacific have in mind a rate before they did a cost 
study of one cent a ton mile? You mentioned Mr, 
Roberts. Are you referring to J. M. Roberts who has 
recently been made vice-president? 

A, I am referring to the Mr, Roberts who 
has testified here, vice-president of general traffic. 
I have his precis here, I can't give you his initials 
at the moment, 

MR. SINCLAIR: J. M. 

THE CHAIRMAN: It is the same man. 

MR. FRAWLEY: Q. I would like to know if 
the Canadian Pacific -- did you understand that the 
Canadian Pacific, before they did a cost study at all, 
had settled on one cent a ton mile as a proper rate? 

A. I don't know. The determination of a 
proper rate is a traffic man's function. I don't know; 
I can't tell you when Mr. Roberts decided, came to his 
conclusion, You have no doubt read his precis and 
the basis for his conclusions. I didn't have any 
consultations with Mr. Roberts throughout this cost 
study. I don't recall meeting him until we had been 
spending a great deal of time on the cost study. 

Q. That wouldn't surprise me, I just wanted 
to know whether your understanding was that Mr. Roberts 
or Mr. Edsforth or anyone else had arrived at the 
fact that one cent per ton mile was an appropriate rate 
to move grain to export positions in western Canada 


before they decided to do a cost study? 
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A. I don't know. I can't tell you the 


sequence. 


Q. You are not going to hold with the fact 
that -- because I did understand you to say but I may ea 
misunderstood, that one cent a ton mile was arrived at 


as a fair rate and it was arrived at before a cost study 


was done? 

A. I would think they would want to weigh 
and have a look at the costs, I presume; that would be 
a natural thing. But as to how their minds ran and 
the sequence of their decisions, you would have to ask 
them, 

Q. At any event, when you arrived here were 
you advised then that the figure of one cent a ton mile 
was what my friend Mr. Sinclair calls it, a just and 
reasonable level of rate to move grain to export posi- 


tions in western Canada? 


A, Not to my knowledge. I am uninformed, 
Q. Well, I put it to you that you didn't 
advise the Canadian Pacific to set a rate which would 


return their fully distributed cost? 


A. No, sir. I usually don't advise 


traffic people -- I mean, speaking frankly. 
Q. But that would be an unacceptable situa- 


tion, would it not, Dr. Edwards, to fix the rate at 


which to move grain in western Canada at fully distri- 


buted costs? 


A you mean to look solely at fully dis- 


tributed costs and say this would be the rate? Is that 
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your point? 

Q. No, My point is that you would not 
find it a proper piece of advice to give them, to take 
out their rate at fully distributed costs? 

A. Considering cost alone, Well, Mr. 
Frawley, there are various classes of traffic that move 
close to that. There was the anthracite moving close 
to fully distributed cost. I am sure when those 
anthracite rates were made, throughout the history of 
them nobody heard of fully distributed costs. When 
they came along with the study it so happened that the 
rate for one of the commodities that moved was close 
tO 1b. Now, those rates were the result of historic 
factors one hundred years old. 

What I am getting at here, and it is perfectly 
in line with everything I said yesterday, that there 
are other factors involved, and I wouldn't advise 
anyone: look, see; I have fully distributed costs, and 
in the vacuum say, now, that should be your rate, 

Q. I put it to you more strongly than that, 
that you would have said to the Canadian Pacific Railway: 
"I will not support any attempt to move the grain in 
western Canada at fully distributed costs." Ppae et 
to you that that is what you would have said, if they 
told you they were shooting at fully distributed cost? 


A. And without any benefit and advice as 


to economic matters and considerations. In the vacuum 


related solely to cost, I would not have. 


Q. You would not support, I put it to you, 
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_ ONTARIO (Mrawley.) 
fully distributed cost as the proper basis for fixing 
the rates on export grain in western Canada, I put. it 
to you that you would not do that. Am I right or am 
I wrong? 

A. In view of considerations which mr. 
Roberts has set out in the rate structure, I would 
recommend that the rate be set at close to fully dis- 
tributed cost, based upon the factors that he has set 
out and the proposals herein, But that Woolas be 
based solely upon the computations for cost. 

Q. What were the considerations present in 
Mr. Roberts' mind that would justify fully distributed 
cost? 

MR, SINCLAIR: Well,we don't have to guess 
what was in Mr. Roberts! mind, His evidence is before 
the Commission, in my respectful submission. 

MR. FRAWLEY: I am cross-examining a witness 
wno said that because of what was in Mr. Roberts! mind 
he would advise fully distributed costs, and I am en- 
titled to know, on the record, what those things were. 

THE CHAIRMAN: Did he give them to him? 

THE WITNESS: Those considerations -- and I 
am referring to Mr. Roberts' precis on pages 13, 14, 
13, 20, 17, 15)°19 and 20. 

MR, FRAWLEY: OQ. Are you referring to the 
historical reasons, the history of the Crow rates and 
what percentage they were of the old 8th Class rate 


and that sort of consideration? Is that what you are 


talking about? 
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TORONTO. ONTARIO (Frawley ) 
A. No. This is beyond the history. But 
they do involve the rate changes that have been made 
in other traffic since 1899 or 1900 up to date. They 
involve a reference to domestic scales of rates, 


specific rates to mwe grain to export positions. 


(Page 12778 follows) 
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Q. Its relationship with the grain rates, to the 
8th class rate in 1927 and in 1899, those are the 
considerations you are talking about? 

A, That is right. I am not spelling out 
anything that is not in here. 

Q. And when did you first know that Mr. Roberts 
was putting forward these reasons? How long before 
he went into the box did you see his precis? 

A. Oh, I had:these precis in proposed form 
quite some time ago prior to the completion of my 
studies or my reference. 

Q. Is another consideration the comparison 
of the rates, the published rates in western United 


States as against western Canada, is that another 


consideration? 
A. That was another consideration. 
Q. Those are the considerations? 
A. And the increases in relationship that have 


prevailed from the center points of the grain pro- 
duction to. the Lakehead, first Winnipeg and later 
Regina, although we used the Winnipeg relationships. 

Q. Was there any value-of-service concept in 
the proposition that the export grain rates in western 
Canada should bear fully distributed costs 

A. Just a moment, Mr. Frawley. He€also dealt 
with the problem that this grain constituted an enormous 
proportion of the whole of the traffic in western 
Canada, some 45 per cent of the transportation service 
rendered in western Canada, and I think some 40 or 42 


per cent of the total revenue ton-miles. 


So what happens to grain rates has an enormous 
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TORONTO, ONTARIO 


(Frawley ) 


impact on the revenues and earnings and compensation 
that the Canadian Pacific receives on its western lines 
in doing its transportation job. 

He dealt with the fact that araty is not 
an incremental traffic in western Canada and in no 
sense is it a by-product, it is a basic traffic. 

The plant to a very large degree was built with its 
network of branch lines to serve the output of the 
western prairies which is very heavily grained. 

Q. When you are finished going over Mr. Roberts! 
precis, just let me know. 

A. He also noted that there is a wholly dis- 
proportionate amount of work performed on the grain 
in relation to the freight revenues received. They 
constitute 26.2 per cent of the total revenue ton- 
miles but produce only nine per cent of the revenues. 

He refers to the adjustments that have been 
made in the rates on other traffic and on domestic 
grain. 

THE CHAIRMAN: We do not want to go into all 
those. 

MR. FRAWLEY: Q. I ask you, was there any 
value-of-service concept left when it was decided to 
seek to put the grain rates at fully distributed costs, 
100 per cent of fully distributed costs? 

A. Was there any value of service? 

Q. Was there any value of service concept left 
when you fixed the rates on a fully distributed cost 
basis? 

By. I don't really understand the question. Valu 


of service left there is the value of service 
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TORONTO. ONTARIO (Frawley) 
1 
2 consideration in that decision. I do not know what 
3 you mean by "left-overs", 
4 Q. Well, value of service takes into account 
5 the demand considerations, does it not? 
A. Yes sir. 
6 
4 Q. Now, this is what you said, Dr. Edwards,when 
you were addressing the fifth Institute of Industrial 
: Transportation and Traffic Management at the American 
9 University on 2lst January, 1953. 
10 A. What page? 
fd Qt Page 8 of the mimeographed copy that I have. 
12 : In my opinion the concept of fully aateieel 
13 costs serves a very useful purpose where 
14 territorial cost comparisons are desired 
i such as in the Class Rate Investigations 
| or in Division cases. In such proceedings 
” the thing desired consists of comparative 
total costs per unit of traffic, with the 
18 figures divorced from any value of service 
19 considerations. The ‘fully distributed' 
20 costs provide this. Rate-making, however, 
11 is something else again and the utility of 
99 such figures in this instance is limited 
for the very reason that they are divorced 
a from any demand considerations." 
I put it to you that when the Canadian 
E Pacific ask for fully distributed costs, they are 
26 turning their back on the value of service principle 
“a entirely. 
28 A. Is that a question or ...? 
29 Q. Yes, that is the question. From now on, 
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TORONTO. ONTARIO (Frawley) 
1 
2 Dr. Edwards, so that my friend will not be disturbed, 
3 I sometimes put my question to you in the form of 
4 statements and then I use the rising inflexion 
5 at the end, so that means it is a question and you 
; can regard it as such. 
A. I am glad to get that key. 
p MR. SINCLAIR: Every time his voice rises 
8 it is not a question. 
9 MR. FRAWLEY: Every time my friend rises 
10 my voice rises, and I do not know how much longer it 
11 is going to be able to continue to rise. After ten 
12 yesrs Gt is pretty difficult. 
13 Q. Dr.Edwards, I put it to you that these things 
14 are not compatible. If you want fully distributed 
costs then you are ignoring value of service? 

% A. And I say that is not correct. 
” Q. You say that is not correct. Now, yesterday 
. you said this to Mr. Mauro at page 126025. I had 
18 better read the whole of Mr. Mauro's question starting 
19 at page 12624: 
20 : Q. What does it do to you as a rate-maker -- 
1 and that is your position here and you are 

described and properly described as an expert 
= on this rate-making, and if you weve sitting 
= down, if you were still in the cost section 
“s of the ICC, coupled with a demand for a 
ig specific rate, and you would have to determine 
26 whether it was a just and reasonable rate, 
27 you would assess whether or not the farmer 
28 could pay this rate and would you come to 
29 the conclusion that fully distributed costs, 
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ANGUS, STONEHOUSE & CO. LTD Edwards, cr-ex. 12781 
TORONTO, ONTARIO (Frawley ) 


the full costs as suggested by the railways, 
was a just and reasonable rate?" 

And your answer was: 

4 I would appraise it in the light of the 
appraisal made and I would ask myself the 
question: will this traffic continue to move 
under this proposal? -- and I assume it will 
continue to move because the rate is not going 
to be borne, the increase under the proposal, 
by the shipper-farmer or by the buyer." 

That was the answer you made yesterday. Now, you 
are aware that if the farmer was asked to pay fully 
distributed costs the traffic would not move. You 
do not differ from that do you? 

A. No, the farmer would have difficulty main- 
taining his volume under the pricing conditions under 
which he operates, and I understand the world prices 
here of wheat back up against the farmer; there is 
no parity or protection between the grower and the 
foreign market as there is in the United States. 

In that case the grain producer in the 
United States can pay the going freight rate without 
difficulty because he has that protection, end if 
there are losses to be borne they are in eff -ct borne 
by the federal government through its subsidies and 
taking grain off the market, so that it won't depress 
their prices, and that whole program which they do 
not have in Canada. 

Now, I understand in Canada the government 
markets the grain, the major grains, and the effect is 


that the result of depressed or insufficient prices, w 
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1 

2 will say, unlike the United States, would back up 

3 and does back up to the farmer: so that farm relief 

4 in Canada takes the form of depressed freight rates, 

5 with the burden falling not on the federal government 

: or the citizenry generally of the country, but falls 

; on those who supply the service. 

So that coming back to your initial question, 

P I cannot deny that the imposition of the one cent 

9 per ton-mile, revenue ton-mile rate, as in contrast 

10 to the something around 4 or 5 mills. (close to 5 

11 mills.) would work a burden upon the farmer, and it 

42 would probably drive out the marginal farmer and 

13 curtail some of the movement. 

14 Now, in appreciation of that, I also took 
into account with the proposal herein, my statement 

. herein and my conclusions drawn in my precis were 

ag based upon the burden of this, in effect, sub- 

17 Sidization being shifted from the railroads to another 

18 body, to the Dominion Government, and that in such 

19 case this grain would continue to move. But if that 

20 were not the case, I would expect the imposition of 

1 the one cent rate would have an adverse effect upon 

22 the movement of the grain. I do not know what that 
would be because I have noscontemplated that situation. 


COMMISSIONER MANN: Dr. Edwards, does that 
mean that you are in principle supporting the 
equalizing of economic conditions by way of the 
freight rate structure? 

THE WITNESS: No, I am just not supporting 
the proposition that seems to me most abhorrent, that 


a carrier be expected in the year 1960 to sell its 
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services at the rates of 1899. That to me is a most 
astounding situation and it is the relief of that 
that I look to in its narrower framework. 

COMMISSIONER MANN: You see, you just gave 
a comparison between what was done about grain in 
the United States and what was done about grain in 
Canada. 

| THE WITNESS: Yes. 

COMMISSIONER MANN: You told us that in the 
United States the farmer can pay more because the 
government looks after him in a way that is not the 
case in Canada? 

THE WITNESS: Yes. 

COMMISSIONER MANN: But here when you come 
to the conclusion that you could support a rate based 
on fully distributed costs, it is inextricably bound 
up with a proposal to have the government do by way 
of the freight’ rate structure what the government of 
the United States does by way of other means. Now, 
my question is simply this. Does that mean that 
generally you are in support of the equalization or 
the adjustment of economic conditions by way of 
the freight rate structure, which is what you have 
come to in this case? 

THE WITNESS: Well, that goes into a 
sociological question that I have not given study to, 
and I do not know that I am the proper person to 
reach into that. It has its ramifications. 

COMMISSIONER MANN: But in this case, Dr. 
Edwards, you are supporting that principle with regard 


to the movement of Canadian grain to export positions, 
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you think that the government can and should 
justifiably deal with the a general economic situation 
by way of the freight rate structure? | 

THE WITNESS: Yes, sir. I would like to 
narrow it this way. I do not like to use strong 
language, but I feel in a sense outraged that any 
private company in the economy should be asked to 
give out in a large, tremendous area of western Canada, 
some 45 per cent of all its services at the rates of 
1899. I never heard of such a thing. 

But be that as it may, and with the rate 
of return to the carriers as a whole, despite all its 
other interests, being at 2.7 per cent and its 
securities, we will say, selling at 50 cents on the 
dollar, and with higher grade traffic no longer having 
the ability to pay and trucking and others going in 
and taking away that traffic, you would reach over 


for this high elasticity of transportation -- and 


‘the crisis or the situation getting worse, because 


costs are going steadily upward, railroads costs 
and the wage demands keep edging up: so where does 
the thing end? 

It seems to me perfectly irrational that 
in the dilemma which is not the fault of far ers and 
not the fault of the railroads, it has world-wide 
implications, international implications and has 
created in the United States tremendous problems, 
politically, monetarily and otherwise, that the 
pressure should be all focused on a private company. 

In any event, you asked me, do I think 


it reasonable. I think it reasonable for those 
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2 reasons, but I have not gone into the far-reaching 

3 Sociological implications of using freight rates to 

4 adjust the economy. I think that is already going on 
here, using 60-year-ago freight rates to achieve 
economic results; but if that is the desire of the 
Dominion of Canada and it is good for Canada, why, 
God bless it, do it, but I think the burden should 


be distributed in a little better fashion. 


18 (Page 12787 follows) 
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COMMISSIONER MANN: In the American context 
you would not recommend such a solution, would you -- 
against the American experience? 

THE WITNESS: Oh, no; that has created all 
sorts of by-product troubles. 

COMMISSIONER MANN: Thank you very much, 

MR. FRAWLEY: Q. Dr, Edwards, I would judge 
from your interchange with Commissioner Mann that you 
approached this purely cost matter charged with a cer- 
tain amount of emotion for the Canadian Pacific; is that 
a fair thing to say? 

A. Well, did my voice rise? 

Q. I don't know whether you raised your 
voice when you mentioned "outrage", but you were out- 
raged either with or without a rising inflection. 

A. Well, every time my friends ask me why I 
am spending so much time in Canada I tell them I am 
working on the Crow's Nest rates, and they say, "What 
is wrong with the Crow's Nest rates?", and I say, 

"They are still at the 1899 level," and their reaction 
is, "My God!" I can't help but absorb a little of 
that. However, my approach was scientific 1i not 
entirely based on multiple regression. I tried to 


remain calm, 


— 


MR, FRAWLEY: Mr. Chairman, I am certainly 
not going to go into a digression to discuss all the 


pros and cons of the agreement of 1897. 


Q Do you know that the Canadian Pacific 


accepted certain burdens of reduced rates on westbound 
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commodities which they were forgiven some years 

afterwards? Do you know that also entered into the 

1897 agreement? 

A, What do you mean "Forgiven"? Do you 
mean the rates were reduced? I don't know what you 
mean, 

Q. You have not, perhaps, read the 1897 
agreement itself? 

A. No, sir, I haven't read the technical 
agreement. 

Q. Well, I just wanted to read the next 
paragraph from page 8 of this paper of the 2lst of 
January, 1953: 

"Furthermore, the concept of non-differential 
pricing as a guide to rate making is a very un- 


real one --~-" 


A. Parden me; I haven't got that. Where 


is that? 


Q. Page 8, and it is the paragraph immedia- 


tely following the one I just read. 


A. Are you reading from the transc *ipt? 
Q. No, no: I am reading from the paper, 
A Well, I haven't found that yet. 

‘ S11, T he 


Q; There is a paragraph which starts, 


"In my opinion the concept of fully distributed 


costs . .." on page 8. 
A. Yes, I have it now. 


Q. All right, now. I am just continuing 


to read: 
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"Furthermore, the concept of some differ- 
ential pricing as a guide to rate making is a 
very unreal one. As will be shown in the 
figures to follow, Appendix A, nothing moves 
at fully distributed cost. Indeed but a 
limited amount of rail traffic in the United 
States moves at rates approaching this level. 

To apply fully distributed costs as a measure 

of rates would mean reducing by about one-third 
the rates on the higher grade traffic. As 

this traffic is presumed to have a relatively 
inelastic demand there would be no compensatory 
increase in volume. Conversely, on all the 
remaining (volume-moving) traffic rate increases 
of about one-third would be required to bring 
them up to the level of the fully distributed 
costs. No doubt much of this latter traffic 
would dry up in the process. 

"While the application of fully distributed 
costs as a basis for rates would no doubt eliminate 
rate discrimination, there is little dout+ but 
that it would also elimirte the railroads as 
we know them today." 

That was what you thought about using fully distributed 
costs as a basis for rate making in 1953? 
As yes. Many rates, as I have already 


said, in groups cluster close to the dead centre point; 


that is inevitable. But they cluster there not because 


a statistician went out and made a ton and ton mile 
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apportionment, They cluster there because of 

economic considerations and rate making factors, and it 
is inevitable there be some degree of clustering. 
However, all I was doing in writing this was fighting 
the battle I continuously and always run into, except 
among traffic men themselves -- that, "Let us simplify 
the whole rate making process and set rates on fally 
distributed costs." 

Q. If you will look at page 16, I ee a 
few more short paragraphs for you there, You state 
this -- and I am starting at the bottom of page 15 to 
give it a little better context: 

"The deviations of the figures in Appendix 

Aevecoiimn (Sve. sone 
Column 5 is the column which shows the per cent of 
revenue as a per cent of fully distributed costs; that 
Puriehe.pisn't 10? 
A, Ves, 8i4r 
Q. "The deviations of the figures in Appendix 
A, column (5), from index 100 represent the 
amount of rate discrimination or differential 
pricing present today in the rail rate structure, 
Stated differently, if all rate discrimination 
were absent, all figures in column 5 would 
stand at 100 (per cent). The chaotic 
effect of the adoption of non-differential 
pricing in rail rate making can easily be 
imagined," 


Then, the next paragraph: 
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"Despite the fact that all that has been 
said above has long been recognized by rail 
traffic men, I do not believe that I bate 
been on the witness stand at any eed the 
past two to three years but that opposing 
counsel has not raised the issue of applying 
fully distributed costs as the proper measure 
of a freight rate. Needless to say, the 
question usually leaves me momentarily wordless," 

But, you are quite satisfied today here in 

these proceedings to support the Canadian Pacific in 
seeking to fix the western grain rate on fully dis- 
tributed cost; that is true, isn't it? 

A. Well, you will have to take this at a 

Slower pace because I am not getting my theme across, 
If I were making rates I would start high or low or 

I would start somewhere, Let us say we start at the 
out-of-pocket level, and say the out-of-pocket costs 
were $1 a ton -- just for a numerical figure -- and I 
would say, "Well, I am simply breaking even there, I 
have got all this payroll and taxes and other ‘ebts 

I have to make, and the variable fuel expense. I have 
got to get that money back." So, I say, "I will add 
I go out 


o 


10 cents and make the rate $1.10." Then 
and look at the market situation and I find that I 


would move, let us say, one thousand tons of this 


commodity "X", and I would say, "Nothing to it; but 


10 cents won't get me anywhere. I have got to get 


much more than that as a whole. If everything moved 
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at that, we would be out of business right away." 
So, I go to $1.20 and $1.30, and sort of set up 2a 
demand schedule for transportation, and I keep climbing, 
and I would look at the market situation and all the 
economic situations, and I would say, "How many tons 
am I getting at $1.402", and I find I am getting 

199 tons -- I have only lost a ton, and I would say, 
"That is wonderful. Let us not stop there." So, 

yu Be FO $1.50 or $1.60, Let us say fully distributed 
cost is $1.50, and then I would look about and send 
my market analyst out and appraise the competitive 
situation and see how many tons we are going to get 
at that price. They would come in and tell me, "You 
are going to get about 900 tons," and I say, "My 
goodness, this demand is pretty inelastic. Let us 
keep going." We know roughly as many tons have to 
move above or below fully distributed cost to break 


even, So, we keep on going. 


(Page 12800 follows ) 
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Now, somewhere around, we will say, $1.80 we 
hove a break through and commodity "X" igs sometimes 
moved by pipeline, as the coal people found between 
Pennsylvania and a lake plants; so in this 
study suddenly we got up close to the cost - the 
alternative cost. I am not going to get my 900 
tons; I am only going to get about 200 tons; and 
I say: "That is too high." Back we come. So I 
find the level in there. | 

That is making rates based upon the effect of 
the rate on the movement in traffic. Now, you 
might say in this Canadian situation on wheat that 
if the dominion government - if you assume the 
dominion parliament is going to assume this burden... 

Q. Why don't you assume the opposite, Dr. 
Edwards? Just leave it to the farmer out there to pay 
the rate. Make the proper rate that the farmer is 
Willing to pay. 

I would like you to assist the commission 
and I would like to ask you as to what the rate would 
be, if, for example the Governor-in-council should tell 
us today: "We are not going to contribute anything 


' and see what 


to help move grain in western Canada, ' 
your opinion would be as to what the rates should 
be, just for the sake of answering my question. Just 
assume that there will be no contribution from the 


federal government. 


‘A You interrupted my answer, and, if I may - 


-I wont be long - I would like to continue and then I 


Will come back and answer Mr. Frawley. He wanted 
a basic explanation, and he misinterpreted well nigh 


everything I said yesterday when I talked about 
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approval of a rate. He has a misunderstanding as 
regards the cost Study and that misunderstanding 
persists in the court room here, and that is why 
I am trying to clear it up; it is very vital that 
I clear it up. And then I will come back to your 
problem. | 

We were up to $1.70, and that was the 


point at which you maximize your contribution. Beyond 


that the industries can move by pipeline or truck. 


That would be, in one sense - this is the effect 

of the rate on the movement of traffic - this would 
be the economic rate. Now, I approach the question 
hypothetically, if this is a foreign wheat situation, 
and one might say, if you assume that the Dominion 
government is going to bear this burden, "Why stop 
there"? I am making the assumption now, and that 
is the situation. Why don't you go up to $2.00 and 
$2.50? That ignores a very important factor in 
rate-making - that is consistency of the rate to 


the rate structure as a whole and rate-relationships. 


it is sometimes called captive traffic - they cannot 
look at other data because of that factor ad 


project the rate-relationship of that rate con.ideration 


as to haul and the class rate structure it 

must be tied back to this. So you have that very 
important ceiling in rate-making that interposes, 
and that is the ceiling that has been interposed on 
rate-relationship and rate-making considerations; 
and the rate adjustments that have been made since 
1899, and some other topics - it seems to me it is 


a very common sense consideration. So that those 


When a railroad has got traffic of high inelastic demand| - 
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factors have been the factors that have brought this 
one cent into focus as the basis. 

Now, you have a Supplementary question, Mr. 
Frawley. 

COMMISSIONER MANN: Before you continue may 
I raise one point? When you talk of the elasticity 
of demand you measure it against the existence of 
ultimate facilities for transportation; but just 
at the latter part of your answer you brought in 
capital industries. Is there also a measurement 
to be taken against the drying-up of the traffic? 
You would take tha& into consideration when looking 
at what rate to charge - that the traffic might ary- 
up at certain levels because industry might not bel 
able to sell its products because the freight rate 
content might get out of hand. 

THE WITNESS: When I spoke of elasticity of 
demand on transportation by rail I had in mind that 
there comes a point where the market really determines 
aes 

COMMISSIONER MANN: You didn't bring it out. You 


‘mentioned truck and pene ae 


THE WITNESS: Yes; and that happens on coal. 
Coal cannot move sensibly by trucks; it just isn't 
economic over certain mileages; but it is the 
market situation. It is domestic oil, foreign oil 
and gas that does it, you see; and that is a factor 
in the elasticity of your demand for railway 
transportation. 

COMMISSIONER MANN: Thank you very much. 

MR. FRAWLEY: I want to put to you two or three 


more of your comments on fully distributed costs, 
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Mr. Edwards, and I will now ask you to allow me to 
read to you from a volume called "Cost and the Value 
of Service in Rate-making for Common Carriers", It 
is a reprint of articles previously appearing in the 
ICC practioners' journal, dated May 1951... 

MR. SINCLAIR: There is a question that hasn't 
been answered. Dr. Edwards started to answer and 
Said to Mr. Frawley that he had this question and 
then Mr. Mann came in, and I think he had to complete 
his answer to Mr. Frawley's question. 

THE CHAIRMAN: We will adjourn until 2:00 


o'elock. 


---Luncheon adjournment. 
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---On resuming at 2.00 p.m. 


Q. (Reporter reads), 

A. Well, under that set of conditions, Mr. 
Frawley, I would judge that normal rate making and 
market factors would apply --- 

Q. Normal rate making? 

A. Rate making and market factors would 
apply as they affect the making of the railroad prices. 
Out-of-pocket costs on this traffic is somewhere in 
the neighbourhood of 74 mills a ton mile, The traffic is 
avery large portion of the whole, I would believe 
that if I were the traffic manager of these railroads 
and had the evidence before me that I now have and 
followed the usual considerations of trying to make the 
maximum contribution to my burden, that I would contem- 
plate a rate somewhere in the neighbourhood of one cent 

_per ton mile as is now done, I would contemplate that 
there would be possibly some loss in traffic; there 
would be, no doubt, some hardship upon the shippers 
that does not now exist in bearing that rate. There 
must be some play around that present level, a mill or 
so, but I would certainly want to recover some sig- 
nificant margin above my out-of-pocket costs to meet 
the share of the burden of the constant cost. You 
could lose a substantial amount of grain traffic and 
still be better off at one cent a ton mile than you are 


at half a cent a ton mile, losing some $17 million 


out-of-pocket. So that those are the factors if we 


get down to,let's say a fair conception of this problem, 
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It is conceivable that that situation should 
exist. The government might find some other additiona 
or other method of giving relief to the farmers oG % 
hardship resulted, but it is the rate maker or price 
fixer who is responsible for the recovery of revenue 
requirements, I would be working within fairly sharp 
limitations myself. 

Q. It just went through my mind when you 
were speaking why the Canadian Facific Company doesn’t 
| do what you are saying. Why didn't they do just what 
they say? 

A. Well, who would they go to? 

Qo Just do what they say. Why wouldn't 
they do just as you say? 

A. Well, I don't know how effective the 
statutes of the Dominion Government are. Does that 
mean you go to jail? That is the problem, I don't 
know how to answer your question. 

Q. You feel that the rate could be and shoul 
be at one cent per ton mile if there was no national 
assistance at all, = federal assistance at all, and 
I am only saying why isn't that the proposal by the 
Canadian Pacific Railway, seeking, of course, some 
change in Section 328 of the Railway Act, but no 
more than just permitting them to be free to set the 
rates at what they want and then fix it at one cent 


a ton mile? 


A. You are asking me what I would do, and if their 


minds run the way mine does, you would face the probier 
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any practical traffic manager, or any firm who prices 
his products, and there might be some play around that 
figure of one cent, but there couldn't be very much of 
a play. 

Qo If there was no question whatever of 
any federal subsidy entering into this matter at all, 
and if your task was to arrive at the point above 
variable cost at which the export grain should be 
fixed, would you put it at 200 per cent of the variable 
cost? 

As And there is no question about the 
. Dominion government granting this relief? 

Q. That is right. 

A. I put it 200 per cent above; in other 
words, up around, say, a mili and a half. 

Q. Not a mill? 

A. A cent and a half. 

Q. No, half a cent a ton mile? 

A. No, that isn't variable cost. 

Qo What are you calling variable costs? 

I thought variable costs were about half a cent a 
ton mile. 

A. No. That is the present rate which 
occasions a deficit in relation to costs of some 
$17 million. 

Q. I understood you came out with half a 
cent a ton mile, I thought that is what it came out 
to. Would you fix it at -- what it would be -- 
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these figures and somebody, Mr. Bandeen or Mr, Stenason, 
ean flll in the arithmetic, 

A. Well, it is the relationship of 33 milis 
over 77 mills. I don't have a slide rule here, 

Call it 30; 33 per cent, maybe, in that area, above the 
variable cost. 

Q. | Thirty-three per cent, I am talking 
about a figure of variable cost, I called it 200 
because I was using a cent, which you want, fully 
distributed, and half a cent that your variable cost 
is. 

A. If that relationship is about --- 

MR, SINCLAIR: Wé will take 130. 

THE WITNESS : The index 130. That is the 
way you want it expressed, I think. 

COMMISSIONER ANSCOMB: How is it 130 if 
your variable is 77? 

THE WITNESS ; One cent divided by .77. 

COMMISSIONER ANSCOMB: You are putting it 
on, not taking it off? 

MR, SINCLAIR: On, 

MR, FRAWLEY: Q. Now, Mr. Edwards, would 
you mind looking at the paper that you gave in 
Washington on the 2lst of January, 1953, and there is 
an appendix there, Appendix A. 

I would offer this Appendix A as an exhibit. 

THE CHAIRMAN: Filed as No. 141. 

MR, SINCLAIR; This is the document that 


has been referred to before, Mr. Frawley? 
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MR. FRAWLEY: elst of January, 1953. 


~--EXHIBIT NO, 141: Appendix A to Cost Standards 
and Rate Discrimination, 

MR. FRAWLEY: Q. Beftre I ask you anything 
about that Appendix A, Dr. Edwards, are you able to 
tell me what the contribution would be in dollars if 
you put the grain rate at 100 per cent of variable 
plus some small contribution to overhead? 

MR, SINCLAIR: I wonder if counsel could 
help by defining "small". Does he mean by that 2,5 
mills? 

MR. FRAWLEY ; If I hadn't been denied a 
burden study, and if it hadn't been called all the thing: 
it was called by my learned friend during the course 
of his denial, in which I must admit up to now he has 
been supported by the Commission, I might have been 
able to have selected some of his traffic and then 
compared some of his traffic with the grain and then 
picked out a percentage above 100 per cent of 
variable, which might be a proper rate for grain. 

MR. SINCLAIR: Maybe we could assis¢« 

in this way, by taking the averagerevenue per ton mile, 
for instance, in Canada, in the year 1958, on agreed 
charges and use that as the basis over 75 per cent as 
counsel's definition of "small". That would mean a 
rate per ton mile of around, let's say, 2.7/5 and 


3 cents per ton mile, Would that be so? 
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MR, FRAWLEY: I wonder what is the word 
one applies to that observation? 

MR. SINCLAIR: Heipful. 

MR. FRAWLEY: I am putting it toyou! of 
course, very seriously, Dr. Edwards , that if you got 
from grain, this basic commodity, that moves our grain 
to export positions in western Canada, if you got one 
hundred per cent of your variable and very little more, 
just enough more to satisfy the definition of a 
compensatory rate, that you would be well off and 
that would be the proper thing to do in so far as the 
Canadian agricultural economy is concerned. That is 
what I mean when I say "small". I would like to 
know what the contribution to overhead by one per 
eenv, each one per cent, one per cent, two per cent, 
three per cent -- I would like to know whether these 
figures are available at all. I haven't any idea, 
Are they available to you, do you have them there 
at the moment? 

A. No, you are referring to my other 
observation this morning, what is the effect of --~- 

Q. No, what I have in mind is this. You 
take coal in the United States that you had a great 
deal to do with. They are very far short of 100 per 
cent of variable cost, are they not, 100 per cent of 
fully distributed cost, isn't that so? As a matter 
of fact in some instances the revenue does not produce 
100 per cent of out-of-pocket cost, isn't that so? 


A. Well, let us quote figures. What are 
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TORONTO, ONTARIO 


(Frawley ) 

1 
; you referring to, products of mines, in your exhibit? 
- Q. Yes, but before I get to that, Dr. 
‘i Edwards -- I will come to that -- I intended to 
,|  atscuss Appendix A -- but as a preliminary to that 
: I just wondered if you had the figure -- it is not 
; necessarily asa prelimary to that but it is just a 
3 question I would like to get an answer to from youoirs 
- you can give me one, 
i MR. SINCLAIR: For ready reckoning, would 
it be of assistance if we took one per cent equals 
# let us say, 400,000 or 450,000 on Canadian National, 
is somewhere in that neighbourhood for each one per cent, 
* meaning that much of a dollar contribution. Make it 
ie rough -- each one per cent makes half a million for 
a easy reckoning. 
7 MR, FRAWLEY: I am obliged to my friend. 
Se Q. If you had one per cent of variable cost, 
- if Canadian Pacific had one per cent of its variable 
- cost, its total variable cost, and half a million 
a dollars more than that, why would that not be a proper 
- place to put the rate? 

A. Because I think you can do better than 
3 that. I think if it was a cent higher you would not 
95 lose traffic in that proportion. 

Q. You would not lose traffic? 
| You would not lose traffic if you got 
. your 100 per cent of your variable plus half a million 
29 dollars. 
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base, don't you? 

Q. Yes, starting point. 

A, Well, if you went up to 2 cents versus 
one cent, compared those two, you would have to, as 
between the two you would break even if you lost 
nalf your traffic at 2 mills above the 7.7 versus 
one mil] a.evecthe Tui You would have to lose 
a tremendous amount of traffic to stop at that narrow 
margin above the variable costs, 

Q. Well, Dr. Edwards, I must confess some- 
thing immediately. I do not know quite what you mean 
when you talk about losing traffic. I am talking about 
grain moving to export positions in western Canada, 
the lakehead and at Vancouver, Those are the only 
movements I am talking about. 

A. yes. 

Q. How are you talking about losing trafficy 

A. I thought you were talking about the 
economics of setting a compensatory rate. 

Q. Yes? 

A, Now, you are assuming that there is no 
loss of traffic, or are you assuming loss of traffic 
as you raise the rates? 

Q. I am assuming that if you endeavour to 
get from the farmers themselves fullv distributed costs 
the grain would not move, I am saying that is 
the Canadian Pacific's own conclusion and the Canadian 
National too for that matter, because they have 


abandoned that idea that they had -- they had it 
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once -- that the farmer should pay for it. That has 
been abandoned now, and I say it has been abandoned 
because they know that the economy could not stand it 
and the farmer could not pay it and the grain would 

not move, and there would be no purchasing power coming 
back from overseas, and the whole economy would be 

in a state of chaos, That is why we cannot have the 
grain rates going up to the statistical figure of 

fully distributed costs. 

So I am trying to get down to something a 
little more reasonable, I say, suppose you took your 
100 per cent of variable, plus some small amount 
over that, what would be wrong with that? If there 
is something wrong with it, tell it to me, but not 
in terms of losing traffic. 

A. Well, I have to interpret in terms of 
losing traffic. If you are going to.assume that at 
7.7 you retain all the traffic and at 7.8 you lose all 
the traffic and chaos results, you don't have to ask 
me the questions, you can answer them yourself. 

QO. Llsee. 

uve You have given me assumptions that make 
it futile for me to even talk. 

Q. What you are saying is that at some 
point in there there is going to start tc be a 
price where the farmer cannot pay and the grain 


won't move to export? 


A. Some place there would be some shrinkag¢,. 


Q. As a matter of fact a proposal is to 
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leave it where it is at half a cent a ton on the basis 
that the farmer cannot pay any more than that. What 
is your reaction to that? , 

A. The proposal is? Whose mind Ot 

Q. Canadian Pacific Railway's proposal and 
tne Canadian National. 

A, To leave the rate at half a cent a ton 
mile? 

Q. sure. 

MR. SINCLAIR: To the farmer, 

THE WITNESS: Oh, to the farmer. 

MR. FRAWLEY: And the tariff rate will leave 
half a cent a ton mile, so presumably it is felt that 
he cannot pay more than half a cent a ton mile. Never 
mind about .77. 

A, No, I would not draw that assumption 
from that, that they meant that. 

Qe What assumption would you not draw? 

A. That they assume that no traffic would 
move, that beyond the half a cent a ton mile everything 
would dry up and you would have chaos, That is the 
predicature you gave me, 

a At some point it would dry up? 

A. All right, that is the issue, what point? 
Now, actually if you want to work with numbers as 
between a cent a ton mile and half a cent a ton mile, 
if the half a cent a ton mile causes heavy out-of-pocket 
losses and the one cent a ton mile yields you any 


significant traffic at all, you are economically better 
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off under the free market operations you are talking 
about, no supports of any kind -- we are doing this 

as rates are normally made -- you would be better off 
going to one cent, and I am sure there would be some 
traffic that would move at one cent. 

Q. That is right, but what bothers me is, 
why is not the Canadian Pacific Railway doing that, 
why isn't that their proposal here? There is a 
statute that says they cannot increase it, but eney 
want to get rid of that statute, That is part of 
wnat they are talking about. Let them get rid of 
the statute and then put the price at wherever they 
think it would be and that is fully distributed cost, 
one cent per ton mile. Let us suppose that the 
statute was removed and the Canadian Pacific Railway 
could put it exactly where they wanted to, I say 
they would keep it at fully distributed cost, they 
would have it at a cent a ton mile. What do you 
say? 

A. Well, I don't know how to add to what 
I have said previously on that point, Mr. Frawley. 

Oy I suppose you are quite right, doctor. 
We can go on all afternoon, I suppose, on this kind 
of discussion. Would you look at Exhibit A? 

THE CHAIRMAN: Exhibit 141? 

MR, FRAWLEY: yes, Exhibit 141. 

Q. Now, this is the result of the burden 
study which is put out, I guess, once a year,is it 


not, by the ICC? 
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A. That is right, sir, 

Q. And this happened to be because you were 
speaking to this group in Washington in Seuatey L955, 
and what you had there were the 1950 ae A 

A. Yes, sir, 

Q. Without taking these more recent 
burden studies, the last one that I have is 6-58, 
and there is a more recent one -- Mr. Mauro has a 
more recent one -- a person could take the burden 
Study and could make up one of these Exhibit A's that 
you have attached to this paper of January 1953? 

A. Yes. 

Q. As a matter of fact this Appendix A 
was prepared from a document similar to, same type of 
document as the one I have in my hand, ICC No. 6-58? 

A. Yes, sir. I simply reached over and 
reproduced it. 

Q. If you look on page 2 you will find 
that the total products of agriculture are only 
returning, the revenue from the total products of 
agriculture is only returning 97 per cent of fully 
distributed cost, and you will find when you look --- 

ee Well, it is pretty close to parity, 
G7 per cent. 

@. Yes. Now, if you look at the com- 
ponents of the item "products of agriculture", you 
will find that wheat is returning 131 per cent of 
fully distributed cost; flour wheat is only returning 


73 per cent; and flour edible not othewise specified, 
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is returning 77 per cent; prepared cereal foods, 84 
per cent; mill products not otherwise stated return 
70 ner cent; hay is returning 97 per cent. 

A. That may explain on these products of 
the grain and the agriculture that traffic moves at 
other proportionate rates, and the Single rate applies 
through in large part, origin to destination, and 
that the product moves into a mill and moves out, it 
moves a the balance of the through rate. 

So in dealing with the grain and products, it 
is a common test to look at them in their totality, 
and I think they move, in their totality, grain and 
the products, at close to fully distributed costs. 

Q. And animal products, when you look at 
the animals themselves you find that they are pretty 
far short. I am reading at page 2, starting with 
Code No. 203: 

"Cattle calves sd." 

What is the "sd", Dr. Edwards? 

A. Single --- 

Q. Single deck. You find that cattle calves 
single deck are only returning 75 per cent. As a 
matter of fact they are only returning 90 per cent 
of out-of-pocket. I am only using the present sheets. 
This was in 1950, and one would have to take off a 
statement every year to see what was happening. So 
that the total of animal and products, you do not get 
over, you do not get even near the 100 per cent, the 


figure that you are asking for export grain in Canada. 


You do not get near that until you leave animals and 
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get to the fresh meats and the cured meats and the 
packinghouse products? 

A. Well, as a whole, animals and products 
combined, the railroads participate in the novenans of 
the livestock in and the fresh meats out. 

Q. yes, 

A. As a whole they yield 101 per cent of 
fully distributed, as shown down under Code 910 on 
page 2. 

Q. But cattle moving to market, cattle moving 
from -- I don't know where, from somewhere out in 
Montana country into Minneapolis, say, that is only 
returning, if it is single deck, only returning 90 per 
cent of out-of-pocket and 75 per cent of fully dis- 
tributed. Still you think that export grain moving 
into the world markets should return 100 per cent fully 
distributed? 

A. I think it should return something close 
to that. 

Q. When you come to the products of the 
mines that you are certainly very familiar with, espe- 
cially the coal, you have three coal items, and they 
are respectively 100 per cent for anthracite coal; 10 
per cent of fully distributed cost for the anthracite 
coal moving to washers and 80 per cent for the bituminous 
coal which is the big item. Notwithstanding that, you 
think that a commodity such as grain moving in solid 
trainloads, loaded mechanically, unloaded mechanically, 


should pay 20 per cent more and make a contribution 20 
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per cent more than the contribution made by bituminous 


coal in the United States, 


(Page 12826 follows ) 
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foes Well, let me state in the first place, this 
bituminous coal test in here -- fully distributed 
cost - is based on a ton and ton miles distribution 
Which is much more severe than was applied in the 
grain test. 

MR. SINCLAIR: The grain test where? 

THE WITNESS: By the Canadian roads. And, include 
in these are very heavy passenger, substantial 
passenger and lcl deficitis. 

VR. SINCLAIR: Included in "these" -- what do 
you mean -- in the fully distributed costs? 

THE WITNESS: Yes. 

MR. SINCLAIR: As stated in these American 
documents -- U.S. documents? 

THE WITNESS: Yes. 

MR. FRAWLEY: Is anybody under any misapprehension 
about that, Mr. Sinclair? 

MR. SINCLAIR: I think maybe you are -- at least, 
it should be pointed out --- 

MR. FRAWLEY: Oh, that is different. 

Q. All right; continue, Dr. Edwards. 

A. That 80 per cent factor, as I started to 
explain, and the same on anthracite coal, is based 
on the ton and ton mile distribution which on heavy 
loading commodities apportions to them a substantially 
sharper and heavier burden per ton mile than does 
the vercentage basis of distributing constant costs. 
When you have a heavier loading commodity, the 
constant cost is depressed. If you increase for 
constant cost on a percentage basis against a 


heavier loading commodity, you put less against it in 


botudiedelkb ULint -+ oved at teed Leo avodimmatd 
| : “pottvdtitets sel im not bag not a mo beasd et ‘ taoo 
) odd at beotfgas daw med? stover stron foum- ef sotdw 
| .tesd aterg 
| Tetenw Jasy aterg edT tALALOWES FM 

pebu:tont .DmA .absot aslbensd edt ya :2aauTiW aHT 

| | fetinatedva .weRdeatsd yveed Yrsv e186 seeds ot 


] 


se@itiorteb fof bag teyceseaq 
| oh dsdw -~ “seedd” mt bsbulonk ; ADATONES iM 
fesuos bedudindalh yilyt- edt at -- ges VOY 
| eey | :2ORWTTW a 
| naolrermA seed at hedsde eA ;HTATOWUIe Ai 


Sadiremuoob 2.0 ~— Bimamgood 

-80Y :c@SMTLw aH? 

sotansistqasealm Yyrte xabrn Ybodyne al tYLIWAPH . 5M 
Trtslontle mM ,disdd guods 

Jasel 7% «~ et woy oldyan aathd I :HtATOMIG . Ae 
~-~ Juo Betatieg ed bivode $L 

Toe restith at teddy .AO sYQIWART . AM 

-ebvswbi .od ,.suakitnoo itdalit CfA 2 

“Od betvata I as ,setost Gass req 05 gant A 

besed al .[a200 sttosidiaqgs mo smse edt baa <«italare 
Yveend ao dotdw nottudtuse!S slim nod Bas aot sdt ‘no 
yifetingsedue go mSHhs o3 grotdroaqe-nstttbommos anibsol 
@e0b mend s{im aod red nob <0it en byinael bas teqrserla 
-23209 Inetenoo gatvudtisgelh Yo stead achtnen iil ont 
odd “eystbomutos grltbhsol seivasd g svar voy aedW 


_%o2 Sasetont voy Il .bease tceb et tsoo dnszagos 


& tantegs alesd sgstmeorsq & mo tao Jasdanoo 


at tf tentegs enef tuq soy .vdtbommes natbeol selveed 


es 

= ne } 

| ft 
( - ML s oe } 7 ow ® zy L: 


1 
i 


| | se ME Petite i 
aids ,sosiq teat? edd mk stede em gel Uliew “ho Ee 


“ANGUS. STONEHOUSE & CO. LTD. Edwards, cr-ex. 12827 


TORONTO, ONTARIO 


(Frawley ) 


the form of burden than you do on the ton and ton 
mile basis which puts the same amount against a ton 
of bituminous coal as it would against a-ton of 
silk goods. Also, in this burden are substantial 
amounts of passenger and lel deficits which amount 
to some eight or nine per cent of the total cost 
involved in these fully distributed costs. I 
lifted out the passenger and 1lcl deficit burden 
and redistributed the burden, and on the percentage 
basis, as was done by the Canadian roads on Crows 
Nest grain. That bituminous coal treatment or 
distribution of the burden would rise substantially 
to somewhere between 93 and 94 per cent. 

Q. I suppose if you did a lot of different 
things than the ICC did, you might bring it up to 
80 per cent, but I see it as 80 per cent under the 
way the ICC did it and tinder the way you went to 
the group of students and discussed it. 

A, That is all right. If anyone would put 
more than the fully distributed costs on the same 
basis, then we raise the costs against grain by 
$11 million over and above what is shown in these 
exhibits. You have to take your choice of what 
basis you want the comparisons to be made on. You 
can't have one in one case and the other in another. 
Any comparisons of distribution have to be fairly 


comparable. 

Q. The simple fact is that bituminous coal, 
because it moves in large quantities -- you, of 
course, take great pains to show that bituminous coal, 


even though it returns a very small percentage of 
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fully distributed costs, makes a big contribution 
because a lot of it moves, and that was the. purpose 
of this little booklet of yours called "Building 
Blocks for Freight Rates". That was done while 
you were...? 

A. While I was with the coal people 

Q. Yes. 

A. Just a moment. Pausing there, you said 
that bituminous coal makes a small contribution, 
but bituminous coal revenues are 41 per cent above 
their out-of-pocket costs. We have been talking 
here about grain and the fact that it does not 
reach that percentage above its out-of-pocket, 
and coal at a value of $4 to $5 a ton -- and I don't 
know what the value of grain is, but I suppose it 
is seven or eight times that per ton. 

Q. Yes, the revenue from coal is 140 per cent 
of the out-of-pocket cost, but it is only 80 per 
cent of the fully distributed cost. That is what 
I would like to talk to you about - variable 
costs for grain, but you don't want that. You want 
variable costs plus 15 per cent of constant costs, 
which you call fully distributed costs. That is 
the situation, isn't it? 

A. Pardon me; I am trying to be helpful, but 
you said coal makes a small contribution. 

Q. No, I said a large contribution; At 
makes $294,000? 

A. You said coal moves in a small margin over 
out-of-pocket. I was endeavoring to correct that. 

Q. No, I am not endeavoring to mislead 


anybody on what is written down here. 
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1 
. A. Well, I think you must have misread it; 
3|| that is all. 
4 Q. Well, if I may say so, you are trying to 


5| ¢xplain away that 80 per cent, but, coming to 


6 agriculture --- 

aa I am not trying to explain away the 80 per 
; cent. 
4 COMMISSIONER GOBEIL: Excuse me, Mr. Frawley. Is 
J out-of-pocket costs the Same as variable costs? 
10 THE WITNESS: Yes, sir. 
11 COMMISSIONER GOBEIL: Can we compare those 


12| figures in the United States with the ones in Canada? 


13 THE WITNESS: Well, this is based on the 80 
14|| Ber cent level of out-of-pocket costs, The one in 
15 Canada is a little lower level. 

COMMISSIONER GOBEIL: If you take your wheat, 
oi for instance, on the first page, you have 131 fully 
17 


distributed, and if you take the C.N.R. figures... 
18! that would be about 100. If, for instance, the C.N.R. 
19| give that variable cost as .77 and for total costs 
20| 1.01 -- that is about 25 per cent difference. 


21 THE WITNESS: Yes. 

29 COMMISSIONER GOBEIL: If we apply the same 
relation that we have for total costs for wheat with 

the C.N.R., 100 per cent revenue over the out-of-pocket 

4 costs, then you have 125. 

= THE WITNESS: That would be the index, yes. 

26 Q. How is it, then, there is such a big 

27|| difference here? You have much more than 25 -- 131 


28 || and 234? 
29 THE WITNESS: Well, the comparable figure is 


| a 234. The rate levels on wheat are substantially 
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higher in the United States than they are in Canada. 

COMMISSIONER GOBEIL: It can't compare -- the 
percentage, I mean. 

THE WITNESS: Well, that is the rate at which 
the wheat moves. That contemplates if wheat moves 
to the milling points or to the head of the lakes, 
but when it is milled in transit and moved out, that 
rate will also carry through the balance of the rate 
to the mill products. The mill products move -- 
they are more costly because they load lighter. They 
don't load 55 tons as wheat kad" They have lighter 
loading, and the cost is higher, and the margin over 
out-of-pocket costs on the products as shown about 
seven or eight lines down from the wheat, is lower. 

COMMISSIONER GOBEIL: Well, in the United States, 
if we take the first figures --- 

MR. SINCLAIR: Excuse me, Commissioner Gobeil: 

I am wondering if you have got the figures right. 

I think you said Canada would be -- if it is .75 

as a variable cost and the rate is .5, that is, say 
one-third, under the column 4, for Canada, and that 
would be like 66.6, and the one over on the column 5 
then would be at a cent -- 130 something -- 132; it 
would be 66 and 100. That would be the relationship. 

COMMISSIONER GOBEIL: Well, I will put it another 
way. If we oie the first figures, 001, 234 and 131, 
if you put that the way it is put by the C.N.R., 
this would come to about .55, and the other one would 
pe 1.00, wouldn't it? Here they have .77, and over 


there it would be .55 -- the variable cost, 
THE WITNESS: Well, these are relationships to 
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variable cost -- the percentages to them. If you 
use the column 4, where this rate moves at 234 per 
cent, the revenues on variable cost the comparable 
figures in the Canadian roads on their wheat would 
be in the relationship of half a cent a ton mile, 
revenue per ton mile, to an out-of-pocket cost, of, 
say .75 cents. So, this factor would be .66. 

MR. FRAWLEY Q: Dr. Edwards, coming back 
to the animals, and products, and stopping at code 
No. 213 -- because, after you leave code No. 213 
then, you are into meat products, and I am talking 
about animals off the farm -- just loaded from the 
farmer's yard into freight cars and shipped to 
packing plants, and all of that movement, the highest 
percentage you have -- there isn't one instance where 
you get your out-of-pocket costs out of the revenue 


and have a percentage of fully distributed costs. 


The highest you have is 79, or vey ieee than 80 

per cent. Would you advise that the rates for 

the movements itemized as code Nos. 203,207, 209, 211 
and 213, that they be increased to 100 per cent of 


fully distributed costs? 
Ae No sir, I would advise that they 


endeavour to handle the traffic some other way than 
by rail; give it to the trucks in this case here. 
Q. Of course, you can't say that to the 
wheat farmer in western Canada. 
ie No, I can't say that to the wheat 
farmer in western Canada. 


Q. That is captive; he has to pay whatever 


rate is imposed on hin. 
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A. it appears if the railroads are 
caught in the sense here and are obligated to haul 
it at a loss -- and every railroad is testing 
constantly its full range of traffic to eliminate 
this loss traffic in one way or another. 

Q. But, of course , that is precisely 
What you were talking about when you daiteated all 
of the things you have indicated about the futility 
of using fully distributed costs for the purpose 
of making rates; isn't that so? 

A. Yes sir, we have gone over that at 
various times, and I stand right now where I stood 
before on that question. 

Q. hha is what you mean when you Bay 


when people sae to you that they are applying fuliy 


distributed costs as a proper measure of freight 


rates -- when counsel put that to you, you are left 
speechless? That is what you have said to the 
students on the 21st of January 1953? But, still 
you are supporting the Canadian Pacific Railway 
before this commission wanting 100 per cent of 
fully distributed costs? / | 

A. Yes, the best answer I can give to 
that is that I find it 100 per cent, and I am not 
speechless because I know that is the results of 
economic forces that work over decades. it is 
the end product of value of service and economic 
considerations. These will gravitate back to 
100 per cent if the railroads are going to recover 


their constant costs and be solvent. 
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Q. Value of service measures the ability 
to pay, does it not? | 

A. It measures all the traffie considerations. 

Q. And the important one is the ability 
to pay? I think you have said that yourself in some 
of the stateusnta that you have made. Demand 
considerations, ability to pay, value of service - 
those are all somewhat synonomous. 

A. It is a complex of economic considerations. 

Q. But here, of course, there is no value 
of service at all in view of this rate which the 
railways want? There is no value of service. 

A, I don't agree with that at all; and 
I don't know how to state it day betees than I have 
been stating it the last day and a half and this 
morning. 

Q. Let me put it this way: The rate 
is being demanded as to about three-quarters of it; 
everything over half a cent is being demanded from 
the federal treasury. L put it to vou atee when 
you use the concept of ability to pay you are 
talking about the ability of the shipper to pay. 
Surely we have not got a new ruling, namely, the 
ability of the federal treasury to pay? That is 
not the value of service which is planned now. 

A. When I talk about the ability to pay 
I am talking about the ability of the traffic to 
move; I am thinking of the elasticity of the demand 
on the transportation. I am not thinking of 
individuals, or the shippers; that enters into 


other considerations. I am thinking in terms of 
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the movement. 


Q. But what bothers me is how you can 
get into that kind of reasoning when pipes are not 
asking the shipper, you are not asking the traffic 
that handles it, to bear this cost; you are asking 
the government of Canada to pay a half a cent a 
ton mile up to one cent. I Say the whole concept 
goes to that. Do you not think it does? 

A. No. 

Q. Because you say that you take into 
account the ability of the Federal Treasury of 
Canada to pay. 

A. I am taking into consideration the 
fact of whether the traffic will continue to move. 

| Q. With the help of the treasury of 
Canada. | 

A. In that case, yes. 

Q. Well, then, isn't it the ability of 
the treasury of Canada to pay that we are talking 
about? 

A. No; that rate was not set - if we 
had set that rate - if you want to follow that line 
through.- I am sure the ability of the treasury of 
Canada to pay would be higher than here indicated, 

I suppose; I don't know what the ability of the 
treasury... 

Q. We have got to stop somewhere - even 
the treasury of Canada has to stop somewhere. So 
you say one cent per ton mile fully distributed cost. 
We will take that. 


A. No. We can stop when we reach a 
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reasonable level, all reasonable factors considered,: 
and to that effect the fully distributed cost is 
incidental. 

That is the final thing I can say, and 
if you want to deny that, Mr. Frawley - I have been 
Saying it for the last one and a half days. 

Q. I am not denying it; I am suggesting 
to you that you are leaving the shipper and you are 
leaving the traffic just where it is; the traffic 
is going to move as it always did, the shipper is 
going to pay What he always pays; and I say that 


‘in this concept you are leaving it to the Federal 


Treasury entirely. You are not asking the shipper 
to pay one cent more; you are not asking the 
traffic to pay any more. The traffic will no more 
be able to pay - to get the bax, rate, or income 
tax rate, subsidy - than before. 

There are two different things. You say: 
"A11 right, it will move". I suggest to you that 
those are completely incompatible - the fact that 
it is going to move with the help of this large 
$61 million a year from the Federal Treasury. of 


‘course it will move; that has got nothing to do 


with the ability of the traffic to handle the 


rate. 


THE CHAIRMAN: I don't think you need to 
argue any \ more with the witness, Mr. Frawley. 

MR. FRAWLEY: Well, Mr. Chairman, frankly, 
with great respect, I don't like to be told that I 


am arguing with the witness. I want to put my 


point to him. 
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THE CHAIRMAN: Well, he is arguing with you. 
: In any event, you have made your point. 
+ MR. FRAWLEY Q: Will you go to the products 
5 of the forest on page 3 of exhibit A? Here is 
6 one raw material that is put on the cars actually 
a not in as raw a state as grain; because you would 
8 agree with me, Dr. Edwards, that grain goes on the 
9 cars just as it comes from the field after it has 
10 been threshed. that is. so, 28. it. not? 
A. That is right. 
35 Q. Now, some of these products of the 
“i forest have been processed in mills. But, in any 
= event, just look at what you are getting from 
14 products of the forest. 
maui There are only three items that are returning 
16 you more than your fully distributed costs. In 401, 
7 logs, butts and bolts - you are only getting 43 per 
cent. Iam sure Mr. Fraser will be interested in 
‘ some of these figures and will be pondering on this 
= one of 43 per cent of fully distributed cost. And 
26 93 per cent for wooden posts and pulp; 55 per cent 
21 of fully distributed costs for fuel wood. Now 
22 you get for railroad ties 114 per cent of fully 
aa distributed cost; for pulpwood, 52 per cent and 
24 so on down the line. The only place you hit 100 
25 per cent is on box materials which is an even 100; 
and turpentine, resin, 114 pem.cepte... 
5 MR, SINCLAIR: Mr. Fraser is pondering 
lumber and is shaking his head in horror. 
- MR. FRAWLEY Q: The total products of the 
a forest return revenue on a total production rate of 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, ecr-ex, 12837 


TORONTO. ONTARIO 


(Frawley ) 


89 per cent of fully distributed cost; and, 

nevertheless, you support the Canadian Pacific in wanting 
100 per cent of this basic commodity, embodying 

not domestic but trade in the world market, and 


you say give us fully distributed costs? 


A. xyes; 
ee What do you think about that? 
A. I reiterate again that these have 


all the passenger and 1cl deficits in them, without 
Which these lumber and other items will be 
Significantly over 100 per cent. Also, the 
great bulk of this traffic is in lumber, and logs 
move in and lumber moves out; it is substantially 
a continuous movement of traffic. 

Q. And on lumber you dom't even hit 
100 per cent of fully distributed costs? 

A. We do; without the passenger and lcl 
deficits they are all above 100 per cent. 

Q. Leaving aside the passenger deficit’ 
from the grain study, all that does is just to put | 
it on other traffic, doesn't it? It puts it on 
farm machinery and on products and on the animals and 
on the forestry products and on the pipes for the 
oil country, doesn't it, and it just removes it 
from grain - no, it really does not remove it from 
grain. Aren't .you..just removing it from the 
Minister of Finance in the end? 

Pes I don't understand your reference 
to the Minister of Finance. 

Q. He is going to put up the money. 


Tix You are talking about the future. 
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(Frawley ) 
1 
2 
3 Q. if you add“that up... 
i A. Where the burden is being borne - 
I would say it is being borne by the investors of 
: the C.P.R. getting a 2.7 per cert rate for money, 
6 the cost of which is much greater than that. 
7 Q. That is the 2.7 per cent return, I 
8 think, on your railway revenue? 
9 A. That is right. 
10 Q. Dr. Edwards, we will just explore that 
i ie a moment. If you add the passenger deficit on, 
ie and Mr. Stenason had added it on - I don't know 
how he would have done it --multiple regression, or 
allocation, or assigning, or any other way - then 
i he would have increased the variable cost from - 
15 What did you say it was? - .7 something... 
16 | MR, SINCLAIR: .75 to .77; or 7.7 if you 
17 want to take mills. 
18 MR. FRAWLEY: Don't make it too difficult. 
19 Q. If Mr. Stenason had added in the 
passenger deficit and - wasn't there something else 
you said that Mr. Stenason left out - lel deficit? 
- A. He did not include those. The™lel, 
“i ci Ga yi No, they are out. 
23 Q. If it had been added in then your 100 p€r « 
24 variable would have been up around, maybe, one cent. 
25 A. Our variable cost would not ha, 
6 peen affected at all. Those items only relate 
07 to their inclusion in the total burden to be 
recovered. 
: Q. But the fully distributed cost would 
¢ have been more than one cent? 
30 
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TORONTO, ONTARIO 


“ANGUS, STONEHOUSE & Co. LTD, Edwards, Cr-@xX. 12839 


(Frawley ) 


A. That is right. 

Q. Now, then, I am only discussing this 
from the standpoint of the benefit from the fact 
that grain was not loaded with the passenger deficit 
or the lcl deficit, and I approach this as the 
farmer in western Canada. He isn't going to pay 
any more than the same half cent per ton mile. 

The only thing that this particular costing 
technique that you adopted - the only people that 
it helps, again, is the national treasury; isn't 
that so? 

A. They are not incorporating these 
deficits in this proposed rate of one cent per 
ton mile, so the national treasury gets more 
cost because of the existence of passenger deficit 
and icl deficit. 

Q. I quite understand that; but you 
have referred to it two or three times and that 
is why I have.... 

A. I don't know where you are bringing 
Abels 

Q. You have referred to it often and 
you have referred to it as an item in some figures 
in your memorandum in which you make the point that 
we would be better off - like in the long and the 
short haul in Alberta - that we would be better 
off - you have it here on one page - page 5, I 
think. 

MR, SINCLAIR: Of his precis? 

MR, FRAWLEY: I hate to admit it, but I 


think I will have to look for it myself. I don't 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Edwards, Ccr-@xX. 12840 
(Frawley) 


Want to rely on you,... 
MR. SINCLAIR: Look at page 27 and see 
if that will help. 
MR, FRAWLEY Q: You are telling us - 
the grain farmers in western Canada - that we 
are $11,200,000 better off because you didn't include 
the passenger deficit and the lcl deficit; is 
that right? 

We will take both of them. Now, this 
benefit that has accrued to somebody because of the 
fact that they were apportioned on a variable 
expense basis of 15.36 per cent - that is the portion 
of the constant cost that entered into the fully 
distributed cost... 

A. That is right. 

Q. --,and you say that if we had done 
it on the basis that the ICC has, on the ton and 
ton mile basis, we would have been over $11 million 
worse off. 

A. The figures would have been $11 
million higher, but you are not any worse off 
because there is no proposal that this $11 million 
be incorporated in the rate. 

GQ, That is why I said "somebody". If 
the costing had been done on the ICC basis then 
the apportionment would have been $11,200,000 more? 

A. res. If there had been 
distribution.of the constant cost excluding passenger 
and lcl deficit on a ton and ton mile basis you 


would have been $11,200,000 higher. 
Q. So that what that would have meant 
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“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex, 12841 


TORONTO, ONTARIO (Fraw ley) 


is that you would have had to increase the amount 


wnich you are asking by way of contribution from the 


Federal Treasury? 


A. No, 
Q. No? 
BS No. 


Q. Will you explain that, because you 
are leaving the shipper with just a half cent a ton 
mile, | 

A. Because these rates were not based 
upon fully distributed cost as the test: they were 
based upon the cost as shown - out-of-pocket costs - 
looking at the total cost - but the level of rate 
was based on economic and traffic considerations 
as set forth by Mr. Roberts and Mr. Crump; so that 
the change in these figures here of $11 million 
would have had no influence on the one cent per 
ton mile proposal. 

Q. It wouldn't have increased the 
fully distributed costs if there was $11 million 
more put in? 

| A. But you are saying if you increased 

the fully distributed cost automatically you 
increased the rate proposal; and I am saying that 
is not true. The rate proposal was based on what 
I consider to be sound rate consideratiors, and 
this inclusion of the $11 million would have had 
no bearing or effect on the rate proposal. 

| Q. Well, however sound the rate factors 


and considerations were, the proposed rate is the 


fully distributed cost..... 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex, 12842 
TORONTO, ONTARIO (Frawley ) 


MR, SINCLAIR: It is not. 
THE WITNESS: I think there is some 
difference in there. 
5 MR. FRAWLEY Q: There is some what? 


6 A. There is some difference between the 


7 two. 
8 THE CHAIRMAN: We will break now for the 
recess. 


~--Recess. 
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TORONTO, ONTARIO (Frawley ) tit iio Teun eg oe 


Q. Dr. Edwards, if I was under any 
misapprehension about whether or not the Canadian 
Pasific Railway were seeking to have the rate fixed 
at fully distributed cost, it may come from. the fact 
that they are seeking a 100 per cent increase in the 
present rate, in the money they receive from the 
present rate, and they get half a cent a ton mile, and 
they first want to establish a rate at twice that, 
which is one cent; they are not seeking from the 
shipper any more than the .5 they pay now, and they 
want up to the one cent from the federal treasury. 

It seems to me that, saving a decimal point here and 
there, that one cent is the result of the cost study 
that the C.P.R. put in. Is that not right sub- 
stantially? 

A. Well, in the case of the Canadian 
National I think the proposed rate is about 93.5 per 
cent of the fully distributed cost. In the case of 
Canadian Pacific, it is less than fully distributed, 
It would be about 98 per cent of fully distributed 
cost in the case of the C.P.R. based on their defini- 
tion of fully distributed. It leaves out these 
deficits and uses a percentage basis. 

Q. Now they are getting .5 roughly, maybe 
a little less than that. I think I have heard the 
figure .46, but in that neighbourhood of .45 or .5; 
as the revenue they are getting per ton mile? 


A. 48 for the Canadian National and 49 


for the C.P.R. 
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1 

9 Q. And then --- 

3 A. Just a moment, Mr. Frawley. 

; MR. SINCLAIR: We will give it to the actual 
decimal point if Mr. Frawley wants it. It is pretty 

: close to .5. 

: MR. FRAWLEY: Q. If it were .49 and you 


want .98, which is double, that is 100 per cent more? 

A. Well, the figures are apparently double, 

Q. -49 plus .49 is .98? 

A. Yes pis. ri 

Q. And if you only want .49 from the farmer, 
then you want .49 from the Minister of Finance, Isn't 
that what it comes to? 

A. Well, the amount of the burden on the 
Minister of Finance has been set forth, I think, in 
Mr. Crump's precis, and I think that amount is in 
some measure of around $20 million, and I don't think 
that works back to --- 

Q. Perhaps this would be the time to put 
this. You can't do any better than look at the 
statute which the Canadian Pacific wuld like, and they 
would like a section 328(a), and it reads this way: 

"Notwithstanding anything contained in 

the Income Tax Act, railway companies which 
are subject to Section 328(6) of the Railway 
Act may deduct from income tax otherwise 
payable for the taxation year, computed in 
accordance with the provisions of the Income 


Tax Act, an amount equal to the difference 


alae nerd ha io i” 


a ~ are ee 2 

| | i . . a a - “4 
he 

 vetustt mm ‘davaua ” jout, iy 


‘ 


lautdosn ort o7 #4 ovig Iilw ow PALAIGULS mt 


viterg ef $I | #k ganaw XOlwaxt .ot SE onload Eeeen 
5a, 08 acts 
| voy bak ei, orsw 2t 12 6) |: YRIWARE Sm 
fororm nso eg OOL ai Fads .siduob el doch .8e. tnsw 
»9iduob ylinersggs 816 Bem_l? oad .I flow A | 
fhe. ef Ob, avfq C4, . OD 
tle ,aey «A 
atomist enix mort eH. tnaw vine aS tt bm aoe 
t'mat 8686 eenant’ 0 nodetnte ent mort OM, dden te arid 
| cod aemon dt. tathw tasid 
Sid «10 mebhivd sit 10 Jnvoms add iL Lew vA 
mt \detdd L .odvot sea need ean eomentt to “oda tein 
st et tnyvoma gant datds i bas ,aboenq ore. iM 
| stidd d'nob I base ,aoltiiIm 0S@ bauuors to etureasm sae 
| <-- Od 298d extow ded’ 
| tug OF Sal?d ent ed biluow atd? eqadteg 7.) 
«Sil fb aoot mart “97790 qs ob ?'naso voy , olii¢ 
| \Yoa’ fre . Soft biaw ofttoay aagtbanso end dotdw siudsie 
‘yew gin’ ebser tf bas ,(S)SSF notdoes & axtl biluow 
cl Senlatateesgitdtvas 1 Facet dat eal 
ioinw #slueqgnes yswitsrt ,ZoA xaT ome ont eas 
ywenllel ers to (G)S8E mokdose of tosidua ats 
valwisiso xed smoonk mort Joubeb yan tok 
mt hetuqnoo .tas¢ nolstaxsd sh? <0t sidayaq 


| 

| anooml sit Jo snolalverq ead ddiw Sonabaoo0s 
| SoosTeliln sit. od Laupe tnpome as aod x8T 
: 


ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12845 


TORONTO, ONTARIO 


(Frawley ) 

1 

between; 
2 
3 "(a) gross revenues received in the taxation 
4 year for transporting grain and grain products at 
5 the rate level prescribed in Seetion 328(6) of 
6 the Railway Act. --" 
7 that is the present rate -- 


"_. and (b) gross revenues which would have been 


received if the said traffic had been moved at 
an increase of 100 per cent over the said pre- 
scribed statutory level or at such lével as the 
Board of Transport Commissioners may. subsequently 
determine and change and alter as changing co - 
ditions or cost of transportation may from time 
to time require; such difference, however, to 

be reduced by subtracting therefrom the amount 
arrived at by applying thereto whatever rate 

of income tax is applicable in the taxation 
year. The amount of the deduction from income 
tax so calculated to be certified by the Board 
of Transport Commissioners." 

That is what they want, and if I took from 
anything in the evidence that they wanted fully dis- 
tributed costs, it really came from witnesses like Mp. 
Crump and Mr. Roberts who said yes, for grain moving 
to export positions in western Canada they should pay 
fully distributed costs or full cost«. 

MR, SINCLAIR: Full cost. as described. 

MR. FRAWLEY: Q. Surely I am not wrong in 


putting to you that they are wanting fully distributed 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, er-ex 12846 
(Frawley ) 


cost for this grain. 

A. They are wanting what they justified to 
be a proper rate under economic considerations. Now, 
that is very close to full cost, slightly below. AD @ 
they only wanted full costs, Mr. Frawley, they would 
not have gone to the effort to evaluate the rate making 
considerations, the increases in rates that were applied 
to other traffic over this period of years as set out, 
so that they would only have said to these two ene 
men: "Fine; full cost, and that is our rate," Now, 
you are trying to indicate that that was the sole pur- 
pose of this rate proposal. 

Q. I certainly am. Let's have no mis- 
understanding about what I am putting to you. 

Ay And I am putting to you that that is not 
the basis, so we are poles apart. 

Q. That came from Jim Roberts! precis which 
reviewed the history or Mr. Stenason's study that showed 
that full cost was a cent? 

ay I presume they may have been simultaneous 
But I would suggest that these parties answer the ques- 
tions. All I can do is evaluate and look at the 
considerations, and I have spelled out these various 
features that enter into rate making, and to the best 
of my knowledge their proposal satisfies these rate 
considerations, and I have said many, many times, as 
has been demonstrated on this record, that you cannot 
turn to full cost, and I am sure these traffic officers 
are sufficiently sophisticated to appreciate that fact, 


or they wouldn't be where they are. 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, CP=-e€xX 12847 
TORONTO, ONTARIO (Frawley ) 


Q. You have said some rather harsh things 
about the use of full distributed cost as a rate making 
factor, have you not? 

A. Yes, as the final determinant of a 
proper rate, 

Qe I beg of you not to think I am endeavour 
ing, or even without endeavouring, to be at all unkind, 
but I am wondering whether or not you are drawing on 
these economic considerations which come into these 
things by explainirg some of these harshi things that 
were said about fully distributed cost as a basis for 
fixing a rate? 

A. Ho posix: 

Qe I want to read you something which was 
said that appears as an article in nvusape veces Costs 
and Freight Rates, Ford K. Edwards, Director, Bureau 
of Coal Economics, National Coal Association, a booklet 
dated May, 1951, which I referred to this morning, and 
I find you said this at page 85: 

"The so-called fully distributed costs 
consist simply of the out-of-pocket costs to 
which the cost man has added some arbitrary 
distribution of the constant costs. The 
distribution may be ona prorata ton and 
ton-mile basis, a percentage basis, a carload 
pasis, a car mile basis, etc. Each distri- 
bution has a different significance and each 
can give a substantially different answer. 


The Commission's Cost Section has widely 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12848 
(Frawley ) 

1 

: used both the first and second methods listed 

A but favours the first (prorata ton and ton-mile 

P basis) where the constant costs are large, as 

: in the case of rail transportation, This method 

4 is especially useful as an analytical tool. 

3 "Although there always seems to exist a 


strong pressure on the cost man to produce full 
cost figures" -- 
I draw your attention to the expression "full cost"; 
that is what Mr. Crump and Mr. Roberts were talking 
about -- 
".- i.e,, figures that will ‘use up! all the 
expenses, it should here be emphasized that any 
distribution of the total costs over units of 
traffic being differentially priced represents 
a statistical tool and nothing more, Such 
figures are akin to a level which a surveyor 
uses to gauge his elevations; like the 
surveyor's instrument, they are of no guide 
in themselves as to whether the engineers to 
follow should build a high road or a low road. 
"As long as the full costs are understood 
for what they are, i.e., analytical tools and 
nothing more, they can be quite helpful." 
Now, those are the same fully distributed 
costs that you were supporting the Canadian Pacific 
Railway in asking it to fix as the rate to move grain 


in western Canada, are they not? 


A. Well, let's read the following paragraph, 
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ANGUS, STONEHOUSE & CO. LTD. Edwards » GCPWwCxX 12349 
TORONTO, ONTARIO (Frawley ) 


"Every so often ---" 

Q. I don't mind. I, willi,certainly read it. 
I haa better finish that paragraph. I stopped at 
the word "helpful", 

"As explained above, they help in appraising 
the past influence of the demand factor on 
existing rates." 

A. Now, that is an explanation I think I 
gave a day or so ago, That explains what the results 
of the market factors over long periods of time have 
been in carving out or setting up the economic levels 
of these rates, In other words, the market influences 
in the setting of these rates have been effective over 
a good many years. I am speaking of rates generally. 
They are the product of a whole series of considera- 
tions. This sentence here is quite important -- 
the valuation I place on the utility of fully distributed 
costs, and it is a very limited utility, as I am trying 
to get across. They help in appraising the past 
influence of demand factors on existing rates. Now, 
that is one of the very limited uses that can be made 
of fully distributed costs. Now that I have got that 
clear, do you want to go on? 

Q. When you are talking about the demand factor, 
you are not talking about the movement of grain in 
western Canada, are you? 

Ave Well, let's finish reading this. 

On That's fine. I will read on. 


"Also, as illustrated by the Class Rate 


case (Docket 28,300), they are indispensable in 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12850 
TORONTO, ONTARIO 
(Frawley ) 


ee the relative total transportation 
‘ costs for like lengths of haul and like loads 

in different regions or territories. , Where the 
element ‘of demand is presumed to be constant, 
such as is someting the case in switching tariffs, 
‘(as where all traffic in a zone takes the same 
carload charge irrespective of the lading), the 
fully allocated costs can become the direct 
measure of the rate. 

"Every so often someone comes out with 
the suggestion that all rate-making could be 
greatly simplified and traffic helped by 
sweeping aside all considerations of demand and 
basing rates wholly or principally on the fully 
distributed costs. Often the sponsor of this 
suggestion doesn't even stop to define which basis 
of fully distributed costs he would use, which 
is very important, as cost men tend to have 
their own pet ideas on how to apportion these 
costs. Needless to say, such proposals mis- 
conceive the problems of pricing the product 
in a field where constant and joint costs are 
important. They mistake the analytical tool 
for the real thing." 

That is what you want me to read, doctor? 
A. yes, Now, I don't think that in the 
“making of this rate, these proposals, that Mr. Roberts 


or Mr. Crump misconceived the analytical took for the 


real thing. 


(Page 12853 follows ) 
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TORONTO, ONTARIO 7 Edwards, Cr-@X. 12853 
: (Frawley ) 
~ 


Q. You think that Mr. Roberts made this 

rate, not Mr. Stenason? 
“BS Yes sir. 

Q. All right, I want to read you somethin 
from page 2 of this burden study, No. 6-58 prepared 
by the cost finding section. That was some years 
after you left, but I suppose it was written by 
somebody there under the direction of the present 
director of the cost section, and it reads as follows. 

A. Pardon me, that statement, what 
year was that? 

Q. It is dated Washington, November, 1958, 
statement No, 6-58. 

A, I do not have that one. 

MR. SINCLAIR: I will hand it to you after 
Mr. Frawley has finished reading. 

MR. FRAWLEY: 

"The 'fully distributed costs' in this 

study underlying Table 7..." 
and Table 7 is the "Revenue contribution to burden 
and other data by commodity classes and territorial 
movements, 1956" taken from the one per cent 
way bill sample, 

"The 'fully distributed costs' in this 

study underlying Table 7 refers to the 

sum of the out-of-pocket costs and the 

statistical ton and ton mile apportionment 

of constant costs computed as described 
above. In respect to these fully 
distributed costs a word of caution is 


necessary concerning their use in rate 
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making. Rates based solely on fully 
distributed costs shown herein would ignore 
one of the greatest principles of rate- 
making, i.e., that of differential 
charging. If rates were made without 
recognizing differential charging the 
result would be reductions on highgrade 
traffic and concomitant increases on low 
grade volume traffic. Historically, 

rates reflect continuous interplay of 
economic forces so as to permit all 
commodities to move with the most reasonable 
freedom ani at the same time contribute as 
much as possible to the transportation 
burden. Therefore, the ratios of revenue 
to out-of-pocket costs: shown in Table 7, 
hereto have a rate-making significance 
which is not possessed by the ratios of 
revenue to fully distributed costs shown in 
an adjoining colume of the same table. 
Revision of rates to the basis of fully 
distributed costs, a completely undesirable 
approach to rate-making, would tend to cause 
volume traffic to move in smaller amounts 
with a consequent reduction in the 
contribution to burden which it now 
furnishes. Thereby an increase in rates 
rather than a reduction would be placed 


against the higher rated traffic." 


Do you want to see this, Dr. Edwards? 
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MR. SINCLAIR: While Dr. Edwards is 

: iooking at it and before answering my friend, Mr. 
: Chairman, it has occurred to me, if it needs to be 
5 brought to the attention of the Commission and made 
6 abundantly clear, that in the precis of Mr. Roberts 
7 Which I have in my hand that is also on the record, 
8 he did say at page 20, and this is important 
: "To test the reasonableness of the proposed 
10 rate level, the revenue per ton mile 
41} which would be produced under such a level 
12 was examined." 
: In that test he then looked at what the effect was 
14 Hise developed by the cost study, so I think if 
15 there is a misconception in my friend's mind that 
16 the evidence has shown that the rate was not fixed 
17 on the basis of costs as determined by the cost 
. studies in C.P. or C.N. (I haven't got the C.N. 

data before me, but this was also their position ) 
‘ that the proposition was, as Dr. Edwards has said 
20 


many, many times that the rates, what would be a 

just and reasonable level by normal revenue 

processes was looked at, one of which is looking 

at the cost figures and the tests that arose therefrom. 
Now, we can go on all day like this, sir -- 
MR. FRAWLEY: We can certainly go on all 

day. I will just satisfy myself with one 

observation. My friend talks about a just and 

reasonable rate. How can there be? We have 

heard many times from the same counsel for the C.P.R. 


a just and reasonable rate must be just and reasonable 
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to the shipper as well as to the railway. Here is 
a rate which the railways say is just and 
reasonable to the railway, but it is obviously not 
just and reasonable to the shipper. The 
shipper is only paying a small portion of it. Are 
we going to say: "Well, is it just and reasonable 
to the Minister of Finance?" 

THE CHAIRMAN: I understood that Mr. 
Sinclair simply spoke to clear the facts. 

MR. SINCLAIR: That is right. I can 
argue these other things -- 

THE CHAIRMAN: We wont argue it now. 

MR. SINCLAIR: It was just to clear what 
this evidence was. 

THE CHAIRMAN: Which came first, the 
chicken or the egg? 

MR. SINCLAIR: Of course, Mr. Chairman, as 
you, sir, and others know so well, costs and 
fully distributed costs have never been used as the 
sole determinant $6.11 51 RE.-er the rate, in all 
the cases that we have been in, and I think in 
this case it is very, very clear this was not done 
in the instant studies by Canadian National or by 
Canadian Pacific Railway. I just cannot understand 
why that is causing all this --- 

MR. FRAWLEY: Of course I am absolutely 
amazed. My friend says now that this is not a 
fully distributed cost, it is not full cost and 
which Mr. Crump says was and Mr. Roberts said was, 
Mr. Stenason establisned it as such. It is just 


incredible, that is all. We have been here since 
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1 

: May of 1959 and we get that remark from Mr. Sinclair. 

3 THE CHAIRMAN: Well, we have the. record. 

4 MR. FRAWLEY: It is just fantastic. 

5 MR. SINCLAIR: I think the. question was, 

6 did you look at that document? I am sorry I 

: intervened. Did you look at it, Dr. Edwards? I 

think,Mr. Frawley, he has now looked at it. 

: MR, FRAWLEY Q: What the cost section 

9 said there causes you no surprises at all? 

10 A. ‘No sir. | 

11 Q. It is just the same sort of thing, 

12 I suppose, that you would have written, and perhaps 
13 did write yourself, in the days when you were 

14 Girector of the cost section? 
4s A. That is right, and it is the same 

ié SA of thing that I presented in all those talks 


i have been referring to. 

| Q. That is right. That is, basing 
rates on fully distributed costs is a completely 
undesirable approach to rate-making? 

A. That was put in, all Commission 
documents contained a warning to people that used 
that before the Commission, not to misuse the data 
and embarrass the cost section, nor the Commission. 

Q. Well, it is not like the laws of the 

Medes and Persians, so Mr. Sinclair pays no attention 
to it, but it is there. The ICC said so. 

Now, I want to ask you about something 
else. Dr. Edwards, in the work that Mr. Stenason 
did I understand that all wages, train miles and 
engine miles were treated as completely variable 


with traffic, is that right? 
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A. That is right. 

Q. I want to read you something from 
the Railway Age of April 25, 1960 on size variable 
costs, because Mr. Stenason has discussed that 
and has used that as one of the integral parts of 
his cost studies. 

I want to put to you a concept of size 
variable costs which I think you will find 
Gifferent from the concept as Mr. Stenason used it. 
This is article in Railway Age which is called 
"Cost Map can Aid Rate Men" and it is an article 
describing what a cost accountant of the Detroit, 
Toledo and Ironton Railway has developed by way of 
a cost formula. The date is April 25th, 1960. I 
will read these two bits for you and then you can 


look at it, Dr. Edwards. 


"D.T. & I. begins by classifying its 
basic costs into three principal categories. 
Output Variable Costs - those which vary 
primarily with amount of transportation 
produced, for example engine-hours or 
train-miles. 

Size Variable Costs - Those which vary 
with, and are affected by; amount of 
transportation produced, and also by 
relatively short term changes in sizof 
plant to accommodate differing levels 

of traffic, for example car rental and 


maintenance costs.” 
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affected primarily by size of plant, 
and do not vary (except perhaps over 
very long periods of time) with traffic 
levels or amount of transportation 


produced, for example, station expense." 


I want to ask you whether or not that is a different 
concept from the size related costs that Mr. 
Stenason was discussing with me. 

A. | Well, I am not clear what he means 
by his intermediate level of size variable costs. 

Q. I will just put one question to you. 
At the conclusion of the little part I have marked, 
he is talking about station expense. Now, he is 
citing station expense as an example of fixed costs, 
is he not? 

A. He gives station expense as an 
illustration of fixed costs, that is right. 

| 8. Now, I am not suggesting, Dr. 

Edwards, whether he is right or whether he is wrong, 
whether Mr. Stenason is right or wrong. I simply 
Sey there is a difference 


there with regard to the manner in which it is 


treated by Mr. Stenason and by Mr. Wetman 
cost accountant referred to there, which indicates 
to me that this is something which is open to 
perhaps debates. 

A. Well, this gentlemen is debating. 
What he means by station expense being fixed - I 


have always treated as partly variable and partly 


fixed. 
Q. Weisman says it is fixed. 
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A. I wrote this gentlemen and asked 
him for a copy of his talk, and he made the comment 
that he was endeavoring to work with the’ very short 
term periods. 

Q. You flatter me. I am glad to know 
it struck your eye and that you wrote the 
gentlemen and asked for some elaboration. At 
least it is not something which is picked out of 
the ashcan. 

A, Whenever I see an article written by 
somebody on costs, it is my practice to write and 
inform myself of what they are doing. Now, I don't 
know, I know he is working with, what you might 
call, very short term incremental costs. 

I suppose, to illustrate that, if he had 
a train pethe one one morning and he thought there 
ane some extra cars on there, that he could put 
on the cars without any added costs, he put them on 
and treated it as no additional cost. That is 
a very short term treatment of expenses that he 
is dealing with. 

Q. I can go no further than that, Dr. 
Edwards, 

A. Yes. 

Q. Mr. Stenason treated it as variable 
and Mr. Weisman regards it as fixed, and there 
seems to be room for difference of opinion, There 
4s another one small part I want to read from that 
and then I have finished with Mr, Weisman. 

THE CHAIRMAN: Whose view do you prefer, 
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Mr. Stenason's or the other gentlemen? 

THE WITNESS: I have always used the 
approach of Mr. Stenason. There has always been 
present and used by parties in some cases the 
added car theory. You can always add an extra 
car to a train and it does not cost you anything. 
Therefore you can leave out crew wages and you 
can leave out any additional expenses for yards 
and so on. | 

| However, after a period of time you 
come up against a situation that there are only 
So many cars you can get on that train and you 
have to put on another train. 

Now, the Ic¢ faced that situation in the 
south, where the proposal was that a certain train 
serving a certain area had a capacity for a few 
more cars, and the suggestion was that that 
traffic could be handled and no additional crew 
expense and no additional locomotive expense but 
they put in a little for fuel, which gave an 


extremely low cost on the short term. 


(page 12863 follows) 
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The Commission objected to that and said that the 
proposed rate would be in service for some lengthy period|, 
it was assumed, and that over a period of eine the train 
miles and trains operated would be wriable wath the 
volume of traffic to be tendered, There are various 
studies: in the Divisions Case we made exhaustive 
tests with major roads that I represented as to 
the variability of crew wages and train miles with 
the volume of traffic tendered, and we found that they 
were 100 per cent variable. It may not be so on a day 
to day basis, but if you are making rates for a little 
period of time you have to look to the long-term 
variability or you will be handling it below out-of- 
pocket costs. 
Q. Dr. Edwards, I want to read you two or 
three more lines from this article of Mr. Weisman: 
"This highly condensed summary of the 
DT&I method necessarily omits some potentially 
complicating factors. Among such factors, 
Mr, Weisman lists the problem of incremental 
costing; the fact that engine hours and train 
miles are not completely variable, because 
some trains have to be operated regardless of 
traffic, and passenger service, where it is 
provided." 
You told me a moment ago that the Canadian 
Pacific study treated engine wages, train miles and 
engine hours as completely variable with traffic. Mr. 


Weisman says there is an element of fixed cost in that. 
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Ae Well, he is assuming it for the short 
term, but I don't believe that is apropos. In the 


case of these railroads I suggested, in connection with 


others, that we might make a test of the gtatn train 
miles charged to grain, lift out all these trains 
charged to grain and costed to grain, and that repre- 
sented, of course, over a period of years, a large 
fleet of train operations on the main line, Those 
trains, as it were, were lifted out of the entire 
fleet of operations of both roads, and that left the 
year 1958 a certain frequency of train operations 
throughout the entire lines of these carriers. 

Then, those remaining train operations running 
in frequency varying by distribution of two, three and 
possibly four trains a day remained, and those trains 
were then submitted to the traffic officers and operatin 
officers of the railroads to see if these roads could 
maintain their traffic services and operating services 
that Were essential to these carriers if we didn't have 
the trains we considered to be variable. Their 
judgment was that that was the case, that the trains 
left were quite adequate to the handling of the non- 
grain C.P.R. traffic. 

Then, in connection with the C.P.Ri, a test 
was made -- I am talking here first about the through 
trains -- then the question arose as to a matter of the 
gathering trains being variable. The gathering train 
services on these roads may reach a peak of four times 


a week. I don't know whether there are any five times 
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a week -- three times a week and twice a week and 

once a@ week or on call; occasionally, every other 

week, or something of that sort. The question then 
arose, are these trains being charged to grain variable? 
A test was made ~~ a cross-sectional test -- as to the 
frequency of those train operations in relation to the 
density of the traffic handled on each of these branches 
that required four trains, three trains. or one train, 
and so on, and it was found that the gross ton miles 
per train mile and the weight of the train and the 

crew wages on these trains per gross ton mile remained 
relatively constant over all the ranges of service -- 

a situation that could only exist if the operation 

of the trains was very closely related to the volume of 
the traffic to be handled. 

Now, you speak about the question of varia- 
bility: it was not merely an assumption. It was based 
on those facts, and on all the costing I have done 
where we haven't used a flat 80 per cent across the 
poard as a short cut, we have treated the train crew 
wages and fuel and locomotive miles as 100 per cent 
variable. 

Q. Quite apart from everything you said, 
which I suppose you are quite sincere in advancing 
here as a result of your experience, I am simply 
putting it to you that this gentleman, wno is described 
as a cost accountant for the Detroit, Toledo and 
Ironton Railway, is of the view that engine hours and 


train miles are not completely variable? 
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A. He is dealing with a very short-term 
period. we are dealing with a very long-term period. 

Q. I want to take you to something else, 
and would you be good enough to turn to your copy of 
Statement 4-54, Washington, November, 1954 -- ICC. 
Would you go to page 110 and 111. I would like to put 
on the record the whole of this particular footnote 
and I want to discuss part of it with you. 

MR. SINCLAIR: Is that footnote No. 482 

MR. FRAWLEY: No; footnote No. 51 on page 


bids 


Q. I will read it, Dr. Edwards: it is the 
second paragraph I want to discuss with you, but I 
think I should read the whole footnote 51 so that the 
Commission and its advisers will have the whole footnote 
in its proper place in the corset y 
"Schedule H of Rail Form A provides for 
the assignment or apportionment of the return 
on value between freight and passenger service 
with a further breakdown of the freight portion 
between the running, switching, and station ser- 
vices, Such breakdown is made by separating 
the value of the rail plant into its various 
parts (1.e., track structure, land, station 
buildings, locomotives, freight-train cars, 
etc.) and apportioning each according to the 
use made of it in the performance of the various 
services. Such procedure is in contrast to 


that previously followed in Form A (Docket 28300) 
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which based the oaaaei ons largely on operating 
expense prorates, Although both methods yield 
approximately the same overall results, the 
present procedure, which makes as many direct 
assignments as possible, coupled with the use of 
factors which reflect the relative use of the 
plant and equipment in each service, is believed 
to be the more logical. All valuation figures 
are obtained from valuation records seswlreds 
the Bureau by the carriers and include a dis- 
tribution of general expenditures, road and 
equipment, Accts. 71-77. The portion of the 
road property accounts (excluding land) dis- 
tributable to station and office buildings, 
water and fuel stations, shops and enginehouses, 
grain elevators, storage warehouses, wharves 
and docks and coal wharves, respectively, was 
based on the percentage which the reproduction 
cost new of such properties bears to the repro- 
duction cost new of the total road valuation 
excluding land. 

"rhe matter of the rates of return is 
left open in the formula, the following explana- 
tory statement being made ( see unit cost sheet 
1,2/): 'the rate of return (i.e., allowance fo 
cost of capital) is presumed to be that which 
is necessary to attract capital to the rail 
industry. In a showing of the out-of-pocket 


cost, interest centers on the rate of return 
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1 
5 necessary to attract capital for such expansion 
3 as is necessary to handle added increments of 
4 traffic or, conversely, on the capital charges 
5 which, over the long-run period, could be eliminate 
6 if portions of the rail plant were withdrawn from 
7 service as a result of incremental decreases in 


the traffic handled. If the rate of return 
allowed the carrier is after payment of Federal 
corporate income taxes, include such income taxes 
as an element of cost in the study. Conversely, 
if the rate of return is before payment of 
Federal corporate income taxes, exclude such 
taxes from the study. The overall costs 

taken into the study should be approximately the 
same in either case, as the return to the carrier 
required under the second procedure would pre- 
sumably have to be increased by the amount of 

the Federal corporate income taxes.' 

"The allowance for return is kept distinct 
from the operating expenses and is shown separately 
for road and for equipment." 

That is the full text of footnote No. 5l. 

I have put that into the record at that place, and you, 


having it before you, I would like to discuss that 


with you. 


(Page 12873 follows ) 
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1 
2 
As I understand it the costing done as 
; the result of Rail Form A is to take a rate of 
: return and show it as the allowance for the cost 
5 of capital. That is what the footnote says. 
6 A. That is right. 
7 . Q. And I understand that in some 
8 instances the rate of return, after it has been 
9 taken somewhat arbitrarily, is adjusted to reflect 
i0 what the railway in question earns? 
sl Is there any question about that? I will 
read you the paragraph from page 25 of the burden 
ce study, statement No. 6-68. Have you got that 
ed statement 6-58, Dr. Edwards? 
i4 MR, SINCLAIR: I am quite sure, Mr. 
15 Chairman, and members of the Commission, that this 
16 witness can deal with this, but I am just wondering 
17 why we are looking at burden studies when there 
18 isn't a question, so far as I am concerned, and 
I haven't heard of a question being in issue as 
" to burden. And on the question of making burden 
es studies, undoubtedly what the railway has earned 
21 in the period is the proper figures, because the 
burdens are distributed over the various types of 


traffic carried to make that return. 

But we are not here - at least, we have 
never done so, anyhow - looked upon this as a 
factor when you are looking into developing the 
cost of moving your traffic. If we are going to 
take one that is one thing. If we are going to 


take another that is a different matter. 
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2 

* THE CHAIRMAN: That is hardly likely? 

4 MR, SINCLAIR: Not at all. | 

5 MR. FRAWLEY: My friend having advanced 

‘ that arguwent; would you look now at statement 
No.6-58, and if you will look at page 23 you 

: will find, at the top of the page, that the 

$ discussion is entitled "Explanation of the cost 

9 procedure". 

10 A. I don't have that statement, but 

11 I have the subsequent years. Some of these 

12 explanations are Seen I am sure. I have 

13 an explanation of cost procedures. 

Q. Then, 1f you will, perhaps, follow 
it through you might see if you have the same one 
” as I have. | 
16 A. I have August, 1959. 

17 Q. This is November, 1958; and I am 

18 going to read from page... 

19 MR. SINCLAIR: It is a burden study? 

20 . YR, FRAWLEY : No. 6-58. it is 

ce described as "Distribution of the Rail Revenue 
Contribution by Commodity Groups - 1956. 

= Prepared by the Cost Finding Section." 

a ie On page 25 I am going to read a 

a paragraph which starts: 

25 "The constant portion of the expenses 

26 for each commodity class Was 

27 computed by multiplying the tons and 

28 short-line ton-miles...." 

© And then there is a footnote saying’ "The short-line 


30 
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ton-miles were increased for an allowance for 


circuity of 13 per cent." Then, going on: 


"...from the waybill statement by the 
respective unit costs. The constant 
costs as taken from Table 4 of Statement 
No. 2-58 were adjusted as used in this 
study. The constant portion of the 
return at 4 per cent on the road property 
was adjusted to correct such rate of 
return to the actual rate of return earned 
in 1956 by the railroads. The products 
thus obtained, by commodity classes, 

were then added to the out-of-pocket 
costs to obtain the fully distributed 


costs for each territorial movement. The 


sum of all the territorial movements 
produced the fully distributed costs for 
the United States." | 


That is the accepted cost procedure used 


by the ICC. 
A. That isn't the cost procedure; that 


is the method by which there was an accounting 
for the contributions to burden, and the rate of 
return earned was substituted for any other value; 
so that the total constant costs would be in harmony 
with the total revenues. 

You will note that within a margin of 
one per cent in the concluding table - Table 7, 
Item 960 - well, that is reconciled; so that if 


the rate of return was changing we were accounting 
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1 

2 for’: the revenues they wanted to ee ~ whatever 

3 that was - at a given rate of return, and, to 

4 balance, the rate of return had to be brought in 

5 relationship to the revenue level. So that 

6 all the revenues and all the costs were the costs 

y adjusted to the earning levels - were in harmony; 
they should have equalized to the dollar. And 

‘ having that reconcilation it is a distribution 

" otherwise we would have not, in using relativity 

4 of contribution around a common contributing 

11 ability of the various classes of traffic - we 

12 would have been away off dead centre. 

13 | Qo: But you are not telling me, when 

14 I find on page 23 a sub title "Explanation of the 

15 cost procedure" and without any interposition 

‘6 of any other sub-title between that and the 
paragraph I read on page 25, that it is not an 

Hf explanation of the cost procedure? I just don't 

18 understand what you mean. What is this 

19 explanation of the cost procedure? 


A, This is applying cost for the 
purpose of reconciling costs with revenues, and 
if there is no rate allowed for the contribution 


then we would use their rates. 


Q. Then, how about what they are 


saying on page 111, explanatory Note No. 51: 


"Me rate of return is left open in 
“the formula..." 
and he is talking about Rail Form A, isn't he? 


A. That is right. 
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6. eis Lie following explanatory 
‘statement being made - see unit cost sheet 1..." 
Then, the footnote: "The rate of return (i.e. 
allowance for cost of capital) is presumed to be 
that which is necessary to attract capital to 
the rail industry..." and Pi on. You tell me 
when we talk about taking the constant portion 
of the rate at 4 per cent and adjusting that 
downwards or upwards to the actual rate of 
return allowed in 1956 for the railroads - you 
say that they are not talking about the same 
thing. | 

A, Yes, they are not talking about 
the same thing. This is a burden study 
(indicating) and this is a decane procedure. 
The costing section has never prescribed a rate 
of return, and that is left open. 

Qe But "the rate of return" and 
"the allowance fot bost of capital" are synonomous 
according to the footnote in this statement 4-44? 

MR. SINCLAIR: Just left open. 

a My - FRAWLEY: Rail cost-f'inding procedures are 
left open so that they can be adjusted upwards 
or downwards as the earning experience of the 
company requires? 

A. No; that would mean if a carrier 
had no rate , therefore, from then on the cost 
of capital would be zero. 

One was a burden study and the other 
was costing for the rate of return; and the 


cost of capital was left open for the individual 
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cost demand to determine and apply. 
‘WR. FRAWLEY: Well, I will ask you a 
few questions about it tomorrow morning. 


THE CHAIRMAN: We will adjourn until 10:00 


o'clock tomorrow morning. 


~--Adjournment. 
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